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Foreword 


The feed and livestock subsector has been the fastest growing subsector of the 
Philippine economy. It is also a large subsector, comprising more than one 
quarter of the agricultural sector. With its high growth rate and large size, the 
subsector will potentially account for close to half of the growth rate when the 
Philippines returns to a high agricultural growth path. 

The Department of Agriculture-sponsored Policy Impact Conference (PIC) 
brought together Filipino and foreign experts to develop policies for assuring 
realization of the subsector’s potential for income and employment generation. 
The working meetings of the conference were held May 11 -14, 1993, in Puerto 
Azul, followed by a Public Meeting on May 18 at the EDSA Plaza Hotel, 
during which the main findings were presented. 

Papers presented at the PIC provided in-depth analysis of the potential for 
improved technology in com production; the immense potential in the existing, 
already modernizing smallholder livestock sector; the macroeconomic problems 
relating to the subsector; and the deleterious effect of poor roads and other 
infrastructure and the requisites for their improvement. Each paper on the 
Philippines was paired with a paper that described the situation in similar 
developing countries. Special emphasis was given to Taiwan, which has been 
particularly successful in rapid growth of the small fanner livestock industry. 


PHILIPPINE DEVELOPMENT AND THE FEED AND LIVESTOCK 
SUBSECTOR 

The analyses presented at the PIC demonstrated that the problems of the feed 
and livestock subsector are reflective of the broader problems of Philippine 
development. Hence, the policy recommendations formulated during the 
conference are also appropriate for addressing the problems of the economy’s 
growth. 

It was noted that four major features of the Philippine economy contrast with 
other countries in countries with high growth rates. In the Philippines, small- 
and medium-scale firms are relatively less important than large firms. Growth 
has been heavily concentrated in the Metro Manila area. While agriculture has 
grown rapidly, the nonagricultural sector’s growth rate has not kept pace with 
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those of the Philippines’ neighboring countries. And, in recent years, the 
agricultural sector has experienced a notable slowdown. 

Consistent with the general distortions in the Philippine economy, the livestock 
industry is concentrated in Metro Manila and is characterized by much larger- 
scale and more capital intensive production than in other countries of the region. 
The industry’s growth rate has also slowed. The conference addressed the issue 
of how to foster more rapid growth in the feed and livestock subsector of the 
Philippines and the policies needed to support such growth. 


Objectives for Growth of the Feed and Livestock Subsector 

The PIC focused on policies and strategies aimed at raising the incomes of corn 
farmers and smallholder livestock fanners. This is in response to the 
particularly great concentration of poverty among com fanners and the 
concentration of smallholder livestock in areas of greatest poverty. In this 
regard, the conference noted the strong potential for improving technology in 
com production and for improving marketing of livestock from low income 
regions, particularly the com producing regions of the Philippines. 

It was also observed that accelerated growth of the feed and livestock subsector 
would contribute to faster overall growth and to a wider dispersion of the 
benefits of such growth among the income groups as well as among the regions 
in the country. 


Macro Policy Recommendations 

Improved macro policy was seen as critical to the fast growth of the feed and 
livestock subsector. The subsector was seen as potentially competitive 
internationally and capable of rapid growth. It was agreed that four macro 
policy reforms would be of great importance: (1) further depreciation of the 
exchange rate and removal of trade restrictions; (2) lower interest rates and 
increased credit supply to the rural sector; (3) reduced government deficit; and 
(4) reorientation of government expenditure to rural areas, particularly the 
provision of all-weather roads throughout rural areas. 

The prohibition of food imports stated in the Magna Carta for Small-Farmers 
was seen as detrimental to the long-term growth of small fanners, and should 
therefore be removed. Rather, the focus should be on enacting measures to 
increase the incomes of small fanners, measures that may involve the 
importation of some commodities to facilitate the profitable export of others. 
In this context, it was recommended that the quantity restrictions on the import 
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of com be converted to tariffs, which in turn would be reduced over time from 
the current levels. This move would strongly impact the potential international 
competitiveness of the livestock industry which was influenced strongly by feed 
costs and specifically com, which constitutes 60 to 80 percent of livestock 
production cost. 

Recommendations for investment in cost-reducing technology and rural 
infrastructure were formulated to raise the incomes and competitiveness of com 
farmers so that they can become internationally competitive as well as be able 
to provide low-cost feed to the domestic livestock industry. The emphasis on 
smallholder livestock would permit com farmers to add an important source of 
income through vertical integration. 

The conference saw merit in postponing a shift to international prices of com 
until the measures to raise productivity and diversify the incomes of com 
fanners can take effect. 


All-Weather Rural Roads and Other Infrastructure 

The PIC provided analyses that demonstrated that marketing costs for 
agricultural commodities in the Philippines are higher by 50 percent than such 
costs in other countries in the region. That is due in part to the very high costs 
of interisland shipping. But even more important, the rural road system was 
found to be greatly deficient. 

Studies in other countries, reported at the conference, demonstrate that all- 
weather roads, normally paved, are essential to technological development of 
crop production and to growth of smallholder livestock, and thus to the growth 
of rural employment. In the Philippines, one-fifth or less of rural roads are hard 
surfaced. Thus, the conference recommended that public sector investment 
should be reallocated to rural roads, irrigation, electrification, and 
telecommunications. Emphasis was placed on the reallocation of resources 
because of the large cost and the stringent budget position of the government. 
It was noted that in countries that have invested heavily in rural infrastructure 
and in which agriculture has grown rapidly, rural poverty has declined 
dramatically. Hence rural infrastructure investment was seen as the most 
effective way to grow out of poverty. 

The PIC estimated total cost of a complete system of all-weather rural roads was 
$1.2 billion. Spread over 10 years, this amounted to $120 million per year — 
a large sum, but feasible, given the development results that could be expected. 
The benefits, essential to the feed and livestock subsector, would of course go 
far beyond the agriculture sector. 
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An initial emphasis on road investments in the corn growing areas would have 
two advantages. First, these are areas of substantial poverty; corn fanners have 
a higher incidence of poverty than the country as a whole. Second, it would 
compensate com farmers for the lower com prices that will be essential to take 
full advantage of the comparative advantage of the Philippines in livestock 
production. 

The conference recommended assistance to local government units in planning, 
contracting, and supervising public works and that the private sector be 
contracted to perform both construction and maintenance. The PIC, in 
emphasizing the high cost of interisland shipping, also recommended that 
deregulation proceed vigorously, and that remaining regulation should focus on 
safety and encouragement of competition. 


Encouraging Corn Production 

The conference papers substantiated the likelihood of increasing corn production 
and decreasing the cost of production. The conference called for a set of 
government actions to realize these potentials in com production. The 
recommendations included increased support for com research. The Philippines 
not only provides relatively less support to research generally and to com 
research specifically than do surrounding countries, but the level of real support 
in the Philippines has been declining. It was emphasized that increased emphasis 
needs to be given to practical research that can be applied by small farmers. 

Complementary to the research recommendation was the recommendation to 
increase support to local government units to ensure effective extension of 
research results to farmers. In this context, strengthening of farmer 
organizations was also recommended. Finally, it was recommended that a 
policy for stabilizing com prices be instituted. 


Invigorating Smallholder Livestock 

It was noted that 80 percent of the livestock in the Philippines were on small 
farms. The small farmers no longer follow traditional, backyard practices. 
Rather, nearly all small farms are already partly commercialized, using 
improved breeds of pigs and concentrate feed. Further modernization of 
smallholder piggeries will increase incomes of a large number of relatively poor 
people, add to overall growth, and provide a particularly strong stimulus to the 
rural-based small- and medium-scale firms that are so essential to rapid growth 
in incomes and employment. Although the benefits from smallholder livestock 
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development are immense, success will require major efforts by the government 
in institutional development and infrastructure investment. 

Key elements of smallholder development were recommended by the conference. 
Most important was development of farmer cooperatives, which could supply 
many of the requirements of smallholder farms including feed mixing, veterinary 
services, marketing, and financing. 

The need for increased research and improved extension was highlighted and 
increased expenditure recommended. Again, the low and declining level of 
support of agricultural research in the Philippines compared to neighboring 
countries was noted. The importance of veterinary services was emphasized, as 
was the difficulty of obtaining farmer payment for all the necessary veterinary 
services. Development of a paraveterinary service was recommended. 

Throughout the deliberations on the smallholder livestock subsector, it was noted 
that statistics on the sector were conflicting and require immediate improvement. 
For example, livestock inventory data show little growth over the past decade 
and hence are inconsistent with production data, which show substantial growth. 
If the government is to play an important role in developing and stimulating the 
sector, the database must be improved. The conference endorsed this 
recommendation . 

The PIC also emphasized the importance of credit to livestock production and 
recommended expanded access to credit, while at the same time maintaining the 
basic standards of repayment discipline. 


CONCLUSION 

The PIC concluded that the Philippine feed and livestock industry has the 
potential to play a lead role in getting the Philippines onto the fast growth track 
— a track its people and resource base are capable of pursuing. The 
recommended macro policies, institutional development in the subsector, and 
infrastructure investment would all facilitate the growth of other sectors in the 
country, as well. The growth of the feed and livestock subsector would be 
diffused broadly throughout the country and would be particularly beneficial in 
increasing the incomes of rural people who fall below the poverty line. 

The PIC recommendations take particular note of the desirability of such broad 
diffusion of development and therefore emphasize the potentials for modernizing 
the large existing smallholder livestock sector. It was noted that the benefits to 
development of the smallholder livestock sector are large, and that the potentials 
are demonstrated by the vigorous growth of that sector in Taiwan, Thailand, and 
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Indonesia. Furthermore, the PIC concluded that the subsector has already made 
a start in modernizing the smallholder sector of the Philippines. To realize the 
promise of immense benefits in the Philippine feed and livestock subsector will 
require large investment and concerted policy actions by the government. 


John W. MeUor 
PIC Conference Leader 
May 18, 1993 
Manila, Philippines 
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KEY POLICY RECOMMENDATIONS OF THE POLICY IMPACT CONFERENCE 


Macro Policy. Improved macro policy was seen as critical to the fast growth of the feed and 
livestock subsector which has the potential to be internationally competitive and capable of rapid 
growth. Four macro policy reforms were identified as being crucial to realizing the potential of 
the subsector: (l) further depreciation of the exchange rate and removal of trade restrictions, 
including a modification to the Magna Carta for Small Fanners; (2) lower interest rates and 
increased credit supply to the rural sector; (3) reduced government deficit; and reorientation of 
government expenditure to rural provinces. The importance of ensuring that the macroeconomy 
is in a stable high economic growth path to support the sustained demand for meat consumption 
and dairy products was also underscored during the PIC. 

Technological Potentials in Corn Production. The conference papers substantiated the large 
potentials to increase com production and to decrease the cost of production. The 
recommendations included increased support for com research, specifically for practical 
research that would directly be accessible to small farmers. It was also recommended that a 
policy for stabilizing com prices be instituted. 

Smallholder Livestock. Key elements of smallholder development were recommended by the 
PIC. Most important was the development of farmer cooperatives which could supply many of 
the requirements of smallholder farms. Throughout the deliberations on the smallholder 
livestock sector, it was observed that statistics on the livestock sector are conflicting and 
required immediate improvement. The conference also noted the importance of credit to 
livestock production and recommended expanded access to credit. 

Infrastructure. The conference demonstrated that marketing costs for agricultural commodities 
in the Philippines are higher by 50 percent in comparable countries in the region. This is due 
in part to the very high costs of interisland shipping. But even more important, the rural road 
system was evaluated to be greatly deficient. Thus the PIC recommended that there should be 
reallocation of public sector investment to rural roads, irrigation, electrification, and 
telecommunications. It was also recommended that the Local Government Units be provided 
assistance in planning and supervising public works and that the private sector be contracted to 
perform both the construction and maintenance functions. Finally, the conference in pointing 
out the high cost of interisland shipping, recommended that deregulation be allowed to proceed 
vigorously and that remaining regulation be focused on encouragement of competition. 


Source: Mellor (1993) 
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POLICIES FOR GROWTH IN THE AGRIBUSINESS SECTOR: THE FEED 
AND LIVESTOCK SUBSECTOR OPPORTUNITIES AND CONSTRAINTS 1 


Overview of the Conference Paper 


Dr. John W. Mellor 2 outlined the systems approach to agribusiness development with an 
emphasis on smallholder livestock development. Four key features of the poor economic performance of 
the Philippines were noted: (1) poor linkage between the agricultural and non-agricultural sector, (2) limited 
role of small and medium enterprises, (3) urban bias in policy implementation and resource allocation, and 
(4) gradual decline in the growth rate of the agricultural sector. 

The livestock subsector plays a critical role in the growth of the agriculture sector in developing 
countries. Because of the increasing demand for livestock products, as the economy and the inputs 
requirements of the livestock industry grow, there is potential for the subsector to be an engine for rapid 
agricultural growth. 

Nonetheless, the Philippine livestock industry continues to be a small contributor to economic 
growth, relative to many other countries. This is due in part to the constraints caused by poor rural 
infrastructure, high feed prices, and other aspects of the policy environment. Moreover, the livestock 
industry is concentrated in the Greater Capital Region surrounding Manila, and is dominated by a few 
large, capital-intensive producers and processors. 

Four fundamental trends can be discussed to characterize the com and livestock situation in the 
Philippines. First, a review of economic growth among Asian countries over a fifteen year period, 
illustrates that the Philippine agricultural growth had been strong though without direct linkages to the non- 
agricultural sector. Furthermore, the Philippine agricultural sector growth rate has declined significantly. 
The declining agricultural growth rate can be attributed to limited investment in agricultural research and 
technology, poor income growth, and the absence of linkages to the non-agricultural sector. Smallholder 
livestock, notably swine production, offers good prospects for increased agricultural output and employment 
through backward and forward linkages. 

Third, the concentration of growth in the Metro Manila area is faster and more concentrated than 
in other Asian countries with rapidly growing economies. A comparative review of the literature on 
urbanization examined four South-East Asian countries over a twenty year period. Data from 1960-1980 
demonstrate that the growth of GDP in manufacturing grew more rapidly in Indonesia, Malaysia and 


1 Conference topic designed to emphasize the strategic importance of the com and livestock subsector in the 
developing countries' agricultural sector and the economy as a whole. 

2 Dr. John W. Mellor as PIC Conference Leader delivered the overview paper entitled, "Philippine Development 
and the Livestock Sector." 
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Thailand, although the urbanization ratio 3 and index of primacy 4 in the Philippines were higher than in any 
of the three countries. The macropolicy environment and limited public investment in rural infrastructure 
principally account for the concentration of growth in Metro Manila. Finally, the slow growth of small and 
medium-sized firms severely constrains the linkage effect between agriculture and non-agriculture. Poor 
infrastructure, limited investment in technology, and macropolicies leading to inappropriate foreign 
exchange and inefficient capital markets have systematically discriminated against small and medium 
enterprises. 

In conclusion, it was emphasized that smallholder livestock development offered strong linkages 
between the agricultural and non-agricultural sectors. Consequently, developing the smallholder livestock 
industry should be seen as a potent instrument for the sustainable, broad-based and rapid overall growth rate 
of the Philippine agribusiness sector. 


Key Policy Recommendations for Growth in the Philippine Corn and Livestock Subsector 

♦ . Public investment allocation: Increase investment in physical infrastructure notably rural roads and 

post-harvest facilities; .. .... .... . ... - ; ' i i " .f. 


♦ Technology policy t Pursue major investments in technology generation and dissemination for feed and 
livestock production;! and :• ; \ ' * • ~ : 

• ♦ . Macroeconomic polky: Formulate and Implement! macroeconomic policies that provide favorable . 
price relationships and growth in effective demand to reduce transaction costs ami the prices of feed 
inputs to the livestock industry. ' . J i! .. 


Source: Mellor (1993) 


3 Urbanization ratio is the ratio of percent urban population to manufacturing GDP. It should be noted, 
however, that the data in this comparison is somewhat dated. 

* Index of primacy is the ratio of the population in the largest city to that in the next three ranking cities by 
population. 
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Highlights of Discussants’ Reports 5 

Dr. Ponciano Intal’s 6 critique of the conference paper called on the need to find better solutions 
to the following fundamental questions: 

► To what extent should the Philippines rely on the com and livestock subsector? What is 
the best strategy for encouraging growth in the subsector? Do we need to further develop 
the com and livestock industries primarily as a protected industry for the growing needs of 
the domestic market or do we need to go for the international market thereby requiring 
that we be internationally competitive in these industries? 

► An assistance policy would involve the tarrification of nontariff barriers towards eventually 
lower tariff rates. What is the initial tariff rate that should be imposed? If we need to 
reduce tariff rates, what should be the pace— gradual or drastic? Given a mountainous 
archipelago like the Philippines, should we consider the country as a group of island sub- 
economies as we decide on the tariff rate policies? 

► Since the rural road system in the Philippines is actually extensive, do we need to give 
more importance to improving the national and provincial road system and inter-island 
shipping in order to have a more integrated economy? Or should we be more selective 
and strategic in our program of production and infrastructure intervention? 

► The government has underinvested in com and livestock research and extension compared 
to rice. Simultaneously, the private sector is a major player in technology generation and 
adaption in the com and livestock industries. Given these, what should be the growth rate 
and strategy of the government in varietal and breeding research and extension in com and 
livestock? 

► Considering the archipelagic nature of the country, how should production and processing 
of com and livestock products be organized to maximize efficiency? How should we deal 
with Mindanao and Cagayan Valley in terms of infrastructure design to minimize transport 
costs on production and processing for the targeted markets? What is the most beneficial 
relationship between small-scale and large-scale integrators? 

Dr. Cristina C. David 7 noted the poor record of the Philippine government in formulating and 
implementing appropriate agricultural policy reforms. More recently, it appears that the Department of 
Agriculture has taken a short-term view of trade policy reforms. This view seems to be counter-productive 


5 Discussants were preselected and invited to the main conference to present their reactions to the PIC 
conference papers. 

6 Dr. Ponciano S. Intal. President, Philippines Institute for Development Studies (PIDS). 

7 Dr. Cristina C. David, Research Fellow, Philippine Institute for Development Studies {PIDS). 
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to long-run growth since it is only through appropriate trade policy reforms, in conjunction with research 
and development, that technological change and sustainable growth can be realized. 

The recent national discussions over the proposed liberalization of com, livestock and other 
agricultural pro ducts were irrational. How can the government justify special protection, while neglecting 
technology? Technology should be on the shelf. Technology is a fundamental element to improved 
agricultural performance. However, research expenditures in the Philippines are extremely low and have 
been significantly declining in recent years. The Philippines will not be able to sustain com fanners or be 
competitive in com and livestock production, if the country continues to spend only 20% of Thailand’s 
budget on com research. 

Dr. V. Bruce J. Tolentino 8 reflected that these policy discussions on the com and livestock have 
been held before, with the same problems as the focus, and almost the same set of participants. The 
numerous discussions that have been conducted before have resulted in calls for three principal policy 
recommendations: improve the macro policy environment, invest in rural infrastructure, and boost 
agricultural research and technology. The dynamics of policy-making in the Philippines, unfortunately, 
have deterred the implementation of these recommended policy reforms. 

There has been general consensus in the com and livestock subsector that: 

a Domestic productivity in com is very low; 

a High marketing and post-harvesting losses worsen the negative impact of low com 

productivity; 

a Low on-farm productivity with few alternative opportunities leave com farmers in poverty; 

a Cheap feed is a critical input to the growth of the livestock subsector; 

a Com production levels and policy barriers keep the domestic com price higher than 

international prices; 

a Faced with low productivity, pressures for com imports increase; 

a Imports force the domestic price of com to fall drastically; 

a DA, NFA and organized farmers, not the market, currently determine the quantity and 

allocation of com imports; and 

a Com farmers need support mechanisms during the period of phased liberalization. 

A stakeholder analysis of the players, winners, and losers in the com and livestock policy reform 
process offers three "views” on trade liberalization and its impact on the com fanners. The first view is 


Dr. V. Bruce J. Tolentino, Research Fellow. Philippine Institute for Development Studies HMDS). 
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consistent with many of the studies on the liberalization debate, and describes the economy, livestock 
raisers, com fanners and the DOF as all being winners from the policy reform. The second view 
distinguishes com fanners, and their interests, from those of the greater group and concludes that com 
farmers will suffer in the short-run. Representatives from corn-growing areas and DA seem to have adopted 
this short-term view while disregarding, basically due to mistrust, various analyses that emphasize the 
benefits of trade reform. A third view further groups the com farmers into the organized and unorganized. 
Organized com fanners - a minority of the total population of com farmers - have all taken a stand against 
liberalization. The third view further analyses the government players and asserts that the NFA and the DA 
are part of the group of organized millers, farmers, and livestock raisers that will lose in the short-run from 
the proposed trade liberalization 9 . 

Limited resources devoted to policy analysis have resulted in an imbalance, with the interests of the 
organized groups largely being heard. Gaps in policy analysis have led to: (1) inadequate assessment of 
overall costs and benefits, (2) government’s dependence on information from lobbyists and informants, (3) 
analysts and policy-makers insufficiently communicating with each other, and (4) inadequate basis for policy 
decision-making. 


Recommendations for Improving the Policy Formulation Process in Philippine Agribusiness 

♦ Provide careful analyses of the short and long-term effects of policy on the stakeholders; the results of 
these analyses must be communicated effectively to the policymakers; 

♦ Specific, targeted, and fixed-timed adjustment periods must be defined and implemented for the 
proposed policy reforms; 

♦ Information and education through public advocacy is important to participation and support; and 

♦ The implementation of policy reforms and support programs must occur simultaneously. 

Source: Tolentino (1993) 


3 This third view is founded on the premise that under the regime of quota restrictions, organized groups and 
firms have developed and evolved long-standing histories of transactions with government offices. A shift towards 
liberalization may thus render the existing relationships between organized groups and government units redundant. For 
further reading on this topic, see V. Bruce J. Tolentino, 'Winners, Losers, and Policymaking in the Philippine Feed and 
Livestock Sector," ASAP Working Paper Series. 1994, (forthcoming). 
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Notes From The Open Forum 10 

a Do we need to develop the com/livestock, subsector as a protected industry for the domestic market or do 
we target the world market by working for world competitiveness? 

a There is too much reliance on trade regulation and too little on technology. Investment in technology, as 
a percentage of the GNP, is minimal. 

a Increased production of com will backfire if the surplus cannot be stored or transported. How to 
prioritize the allocation of resources between infrastructure and technology remains a problem. 

a From 1988 to 1989, the NFA was allowed to import com at the prevailing world prices and sell to com 
users at the prevailing domestic prices, thus separating supply from the price concerns. However, there 
is need to make the implementation of the QR transparent. 

a Experience from many countries indicate substantial benefits from liberalization to the domestic 

economy. The threat of trade liberalization forces everybody to address the need for technology and 
infrastructure. Sector-specific development programs without trade liberalization may not work in the 
long-run. 

a Trade liberalization decisions are inherently political, therefore, the implementation of reforms requires a 
political resolution, e.g., what does the government give in terms of adjustment assistance in return for 
freeing imports? What are the trade-offs? However, there is a difference between fundamental reforms 
and reforms at the margin; balancing the interests will only be futile. 

a There is very little room for compromise in trade liberalization. Attempting to balance different political 
and economic interests usually lead to the failure of the reform itself. The experience in Latin America 
suggests that countries who made the decisive choices - like Chile - have been the countries who made 
the successful transition to stable and sustainable economic growth. 

a Various studies indicate that farm support programs extended by developed countries to their feed sector, 
lower the world price of com by a maximum of about 10% to 15%, 

Source: PIC Main Conference Open Forum 

12 May 1993 


I 

I 

I 

I 

I 


10 Key issues discussed during the open forum are summarized in this table. The questions raised here aim to 
raise to the attention of policy analysts and policymakers critical and strategic issues on the growth of the feed and 
livestock subsector in the Philippines. 
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THE INTERNATIONAL AND DOMESTIC MACROPOLICY FRAMEWORK 
FOR THE FEED AND LIVESTOCK SUBSECTOR 11 


Overview of the Conference Paper 


Dr. Romeo M. Bautista 1 ', reviewed the literature on Philippine economic development and 
illustrated how trade and macroeconomic policies have severely constrained the growth of the rural sector. 
Citing the need for a longer-term perspective, Dr. Bautista examined the production incentive effects of 
trade and macroeconomic policies and how they have made an impact on the growth patterns of the 
agriculture sector of the Philippines. 

Compared to its Asian neighbors and despite its rich human resource base, the Philippine economic 
performance has been disappointing. Even during the rapid growth periods in the Philippines (1974-1980), 
poor policy decisions in the form of expansionary macropolicies, large foreign borrowings, and inefficient 
public investment did not offer sustainable growth opportunities. The Philippines has chronically suffered 
from high poverty incidence under- and un-employment, and an extremely inequitable income distribution. 
Furthermore, economic activity has been heavily concentrated in Metro Manila and public investment has 
largely neglected the rural sector. 

Macroeconomic policies have been widely analyzed as distortionary and responsible for the poor 
performance of the Philippine economy. Specifically: 

► Domestic industries have been overly protected from foreign competition, and an import- 
substitution strategy has been pursued; 

► Small and medium-sized industries have been disadvantaged by fiscal incentives geared 
towards large manufacturers; 

► Financial markets have been distorted resulting in biases against small and rural 
businesses; 


” Second PIC conference topic. This section summarizes the discussions during the PIC on the crucial role of 
the macropolicy environment, particularly trade policy issues on quotas, tariffs, and exchange rates and how they have 
affected the com and livestock subsector's ability to contribute to the Philippine economy's long-term growth. 

12 Dr. Romeo Bautista of the International Food Policy Research Institute delivered the conference paper entitled, 
"Macro-Policy and International Trade Perspectives on the Agricultural Sector and Feed-Livestock Subsector in the 
Philippines." 
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► Favored industries have relied heavily on imported intermediate goods coming in through 
the Port of Manila; this has encouraged the concentration of economic activities in the 
Metro Manila area; 

► Growth sectors have largely been driven by capital-intensive and import dependent 
industries; 

► Excess demand for foreign exchange rate has led to an overvalued peso; 

► Government-sponsored credit schemes have largely been ineffective at increasing the 
supply of credit to the small businesses while high transaction costs have limited the credit 
markets; 

► Proportionately low public investment and an urban bias in allocation have handicapped 
rural enterprises and restricted access to markets and services thus contributing to 
prohibitive marketing and distribution costs; and 

► Policy-induced price biases have led to the transfer of resources out of agriculture despite 
the fact that limited employment alternatives were available in the non-agricultural sector. 

A review of the literature reveals that agricultural growth often leads to a demand stimulus for 
growth in other sectors. The linkage effect of a rural, agricultural-based development strategy emphasizes 
the resulting investment requirement in agricultural support services and rural infrastructure. However, the 
efficiency of the strategy is highly dependent on sound macroeconomic policies. 

Quantitative restrictions and import tariffs on com are direct interventions by the government and 
have the effect of raising the cost of feeds as an input to the livestock industry. They translate into high 
consumer prices and non-competitive pricing for Philippine products particularly when compared to the 
livestock and meat products of Thailand. These direct interventions, e.g. protection, have been a primary 
source of disincentives for the feed and livestock producers. Rosegrant and Gonzales (1992) 13 , confirm 
the existence of potential gains in the forms of reduced production and marketing costs and lower 
consumer prices for the Philippine economy if tariffs on agricultural products were removed. 

International trade agreements, notably AFTA, NAFTA and the GATT /Uruguay Round, and the 
new developments in Eastern Europe were evaluated for their potential impact on the com and livestock 
subsector. A review of the results of several simulation models 14 , examining changes in world market 
conditions as they influenced the international commodity prices relevant to the com and livestock 
subsector, was conducted. The review demonstrated that only small price changes in com, pork, and 


13 Rosegrant, Mark W. and Leonardo A. Gonzales, eds. 11992) The Philippines Com & Livestock Sector: 
Performance and Policy Implications . Volumes I and II. Washington. D.C.: International Food Policy Research Institute, 
1991. 

w In analyzing the impact of the ongoing GATT negotiations, for instance, the International Food Simulation 
(IFPSIM) model that distinguishes 31 country/regions and 14 commodities (including Philippine com, pork, and poultry) 
as applied by Oga and Gehlhar (1993) was used. 
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Addressing the Philippine Growth and Equity Problems: Key Macro Policy Reforms 

♦ Trade and Exchange Rate Policies: Phase-out tariff protection; they have the effect of raising the 
cost of feeds as input to the livestock industry. They also translate into higher consumer prices and 
non-competitive pricing for Philippine products; 

♦ Financial and Credit Policies: Adopt a competitive exchange rate while lowering interest rates. 
Restrictions to foreign trade that reduce the demand for imports (e.g. tariffs and import quotas) as well 
as industrial export subsidies lead to "real exchange overvaluation". This tends to lower the domestic 
prices of our agricultural exports and other import-competing products. On the other hand, failing to 
reduce interest rates leads to inefficient allocation of loanable funds and biases the allocation towards 
large-scale, urban-biased enterprise, with unfavorable effects on rural credit and savings mobilization; 
and 

♦ Public Investment: Remove the urban bias in public resource allocation. Policy-induced biases 
against the rural sector give rise to effective resource transfer out of the agriculture sector, crippling its 
ability to contribute significantly to the nonagricultural production and the process of industrialization 
and development of the country as a whole. 

Source: Bautista (1993) 


poultry will result from these international developments, thus leading to the conclusion that these trade 
agreements will have relatively little effect on the Philippine feed and livestock producers. Hence, 
inevitably, the key to transforming the com and livestock subsector of the Philippines into internationally 
competitive industries lies on the soundness of the domestic macropolicies that are ultimately adopted and 
implemented by the government. 


Highlights of Discussants’ Reports 

Dr. Florian A. Alburo 15 characterized trade policymaking and implementation in the Philippines 
as a series of exceptions, reversals, and postponements. First, there is general agreement to freeing trade 
in as many products as possible, except those that really count in international trade. Or trade restrictions 
are continued but with special permits going to special people. Second, invariably, there are reversals to 
earlier pronouncements, in some cases, even "before the dust settles." Third, the removal of protection or 
the lowering of tariffs is usually postponed for as long as possible. 

Bautista's analysis of the macropolicy and international trade issues in the Philippines provided 
central results that are not really new to Philippine policy analysts as well as policymakers. Many books 
and articles have already been written with essentially the same messages. Clear directions for policy have 
already been discussed by Golay, then Sicat, Power and Sicat, Ranis, Bautista and Power, and others. Yet 
the Philippine economic structure has remained basically the same for the last two decades. It is therefore 


Dr. Honan A. Alburo, Professor, University of the Philippines' School of Economics. 
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important that actions be undertaken to ensure that 
the set of policy reforms are communicated to and 
understood, as well as appreciated, by the affected 
sector. 

Finally, with respect to the agricultural 
sector and feed and livestock subsector, there 
should be a deliberate bias and affirmative action 
towards the non-Manila areas of the Philippines. 

This is supportive of the need to increase the 
activities in the rural areas, under a more neutral 
policy situation. 

Dr. Dante Canlas 16 essentially agreed 
with the main points articulated by the Bautista 
paper. Dr. Canlas noted that Bautista’s paper 
identified a host of proposed policy reforms in the 
areas of trade and industrial, fiscal, monetary, and 
exchange-rate adjustments. Distortions created by 
existing policies in these areas have contributed to 
keeping agricultural incomes depressed thereby 
pushing a large segment of the population below 
the poverty level. 

To increase reliance on competitive markets and to promote sustainable growth, the Philippine 
government has adopted a structural policy reform program consisting for the most part of import 
liberalization, tariff adjustments, and improvement of capital mobility through liberalization of foreign- 
exchange transactions and direct foreign investments. At this stage, however, the structural policy reform 
program has not been completed. 

The structural policy reform program in place, though still in progress, has had the effect of 
increasing the country’s openness. Aside from the usual trade in goods and services, the Philippine 
economy has increased its links with the rest of the world by trading in securities and national currencies. 
However, given the recent move to further improve capital mobility in the Philippines, the proper conduct 
of stabilization policies in an open economy under a flexible exchange rate regime appears to have emerged 
as a fundamental issue that needs to be dealt with by the Government. 

Dr, Ramon Clarete 17 underscored the importance of ensuring that the macroeconomy keeps to a 
stable high economic growth path to support the sustained demand for meat consumption and dairy products 
in the country. It is not sufficient to look at technological improvements to achieve the productivity gains 
that can push the wealth of the com and livestock subsector. The demand side must also be examined and 


Macroeconomic and International Trade Policy 

Reform Directions 

♦ A vision must be defined and the 
corresponding goal pursued. There is little 
room for compromise in trade policy; 

♦ The enemy of a smooth adjustment process 
and a strong private sector response to 
reforms is uncertainty ; policy measures 
that are half-hearted, inadequate or 
characterized by exceptions, 
postponements, and reversals are bound to 
create uncertainties; and 

♦ Uncertainties in the policy environment 
lead to short-run behavior and the search 
for quick profits, instead of the more 
desirable long-run perspective. 

Source: Alburo (1993) 


Dr. Dante B. Canlas, Deputy Director-General, National Economic Development Authority. 

Dr. Ramon L. Clarete, Policy Team Leader of the Philippine Agribusiness System Assistance Program (ASAP). 
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it is in this aspect that appropriate macroeconomic policies must be able to promote the sustained growth in 
the demand for meat and livestock products. 

The 1990s saw a decline in the Philippine economic growth rate. There has been no recovery 
from this recessionary trend, so far, and inappropriate macroeconomic policies appear to be at the root of 
the sluggish growth in the economy. In the past, the Philippines managed its trade deficit not through 
exchange rate adjustments but through borrowings or capital inflows. This eliminated the incentives on the 
part of the government to address the issue of whether there was a real need to adjust the real exchange rate 
in order to encourage the export oriented industries and conserve the foreign exchange resources. The 
situation these days is markedly different. With limited borrowings and capital inflows into the country, 
there are now more pressures to adjust the exchange rates, despite the seeming reluctance of the monetary 
authorities because of the heavy debt servicing requirements of the Philippines. 

Moreover, an important constraint in the feed and livestock subsector is the unavailability of credit. 
Currently, there are plans to liberalize the financial intermediation sector by allowing foreign financial 
intermediaries to compete with the domestic sector. This is a potentially good move that might lower 
interest rates and benefit the livestock sector. 


Notes From The Open Forum 1 ' 

a Some difficulties experienced by corn farmers, i.e. , the downtrend in com prices, are cyclical in nature 
and therefore, are temporary. 

a It is important to distinguish between subsistence and commercial com fanners. Protection may just 
benefit the commercial com producers. 

a Even the most efficient com fanners, i.e., those who produce 5 MT/ha. would find it difficult to achieve 
an acceptable standard of living given a world price of P2. 50/kg. 

a The unstable growth pattern of the economy has constrained the growth of the feed and livestock sector. 

Source: PIC Main Conference Open Forum 
12 May 1993 


19 Key issues discussed during the open forum are summarized in this table. The comments and questions 
identified here go beyond the technical clarifications on the conference paper presented by Dr. Bautista. Collectively, 
they aim to raise to the attention of the policymakers, the critical macropolicy and trade issues affecting the com and 
livestock subsector. 
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COMPARATIVE COSTS OF PRODUCTION AND TECHNOLOGICAL 
POTENTIALS IN THE CORN/FEED SUBSECTOR 19 


Overview of the Conference Papers 


Dr. Bruce F. Johnston 30 outlined the changes in the agricultural economies of Indonesia, Kenya, 
Mexico, Thailand, and Zimbabwe to draw lessons from experience for reducing the cost of com production 
and improving com productivity in the Philippines. The task of defining priorities for the Philippines given 
the lessons in com production learned from other LDCs, according to Dr. Johnston, must assert the 
importance of ensuring that policy changes are guided by a strategic perspective. The need for the 
government to choose not to undertake many actions that might appear to be attractive from a narrower, 
shorter-term perspective was also underscored. 

Rapid com production expansion in Thailand seemed to be particularly relevant to the Philippines. 
Major investments in rural infrastructure, notably the road system, opened up isolated agricultural lands, 
encouraging the pursuit of com exports. Research on com varieties and seed multiplication led to 
significant production improvements. The availability and demand for tractor plowing contractors facilitated 
the rapid increase in land under com cultivation. Furthermore, the attractiveness of com exports in 
Thailand was enhanced by trade agreements which reflected market prices and by the disincentives on rice 
production resulting from the imposition by the government of an export tax on rice. 

On the other hand, a review of the Indonesia experience showed that not surprisingly, progress in 
improving com production in Indonesia has lagged behind the very successful efforts to increase 
productivity and output of rice. However, efforts to achieve substantial rice yield increases based on 
planting fertilizer-responsive, disease resistant varieties had to some extent paved the way for the increase 
in production and a tripling of the amount of fertilizers applied to com. Basically, yield increases in the 
1970s can be traced to effective inter-cropping, use of improved com varieties, and the application of 
additional fertilizer. Nonetheless, improved varieties and cultivation practices are still not widely practiced 
and limited seed technology research has restricted yield improvements. 

In Mexico, com production improvements have been attributed to a combination of technological, 
economic, and political factors. Mexico has achieved notable success in improving its wheat productivity 


19 Third PIC conference topic. This topic focused on the com subsector. Two papers were presented: the first 
paper delivered by Dr. Bruce F. Johnston provided comparative analyses of developing countries* com yields, 
technological capabilities, and other factors affecting cost of production. The second paper delivered by Dr. Achilles 
Costales looked at the policy issues specific to the Philippines to stimulate the rapid reduction in the domestic cost of 
com production and to develop the technological and research capability of the subsector to keep pace with the surging 
demand for com as feed. 

30 Bruce F. Johnston, Technological Potentials For Expanding Com Production in the Philippines: Lessons from 
Other LDCs," Food Research Institute, Stanford University. Annex on the Philippines and Thailand, by Manuel S. 
Gaspay. 
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and output gains. Through a sustained program of agricultural research and extension that developed 
improved varieties and introduced a sound irrigation system; wheat production, dominated by large 
producers, has grown three-fold. A highly skilled cadre of research and extension officers provided the key 
link to wheat and corn farmers. 

Kenya’s expansion in com production was led by the widespread use of hybrid seeds. Production 
levels fluctuated wildly due to very dry conditions. The most successful experiments were those conducted 
in cooler, richer environments with distributed rainfall. Access to seed and fertilizer in small quantities, 
complemented by a vigorous extension service helped distribute and demonstrate production increases with 
hybrid seed. 

Finally, the case of Zimbabwe showed unusual success in the development of com hybrids for 
commercial production. Innovation through research likewise resulted in marginalizing the differences 
between small and large com farmers. With a balanced policy environment, small and communal-based 
farmers proved that production gains were possible, with clear advantages that were reflected in a more 
equitable income distribution. Clearly, the Zimbabwe case demonstrated that a public sector marketing 
board could be fairly effective when managed efficiently with an open market-based pricing system. 
However, an important lesson of the Zimbabwe experience is that even an efficient marketing board 
charged with carrying out "orderly " marketing can become a major obstacle to promoting a broad-based 
agricultural development strategy. 


Strategic Priorities for Increasing Corn Productivity and Output in the Philippines 

♦ Priority should be given to government’s facilitating and catalytic roles while minimizing the role of 
public agencies in commercial or production activities; 

♦ Macro-policies that lead to adverse effects in agricultural development, generally and particularly on 
small-scale farm units, should be avoided; 

♦ A broad-based, unimodal pattern of agricultural development placing emphasis on technological 
applications at the farm-level should be pursued; 

♦ Expand and improve the rural infrastructure serving agriculture and rural nonfarm enterprises; 

♦ Improve systems of agricultural taxation; and 

♦ Undertake certain but highly selective measures to enhance rural welfare by increasing per capita 
investment in human capital in the form of education and health. 

Source; Johnston (1993) 
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Dr. Manuel Gaspay 21 , in an annex to Johnston’s paper, assessed the potential for efficiently 
expanding domestic com production in the Philippines by analyzing com production trends and patterns in 
Thailand. The Philippines has a larger production base and domestic demand for corn than Thailand. 
However, com is grown in Thailand largely as an input to the livestock industry and as an export crop and 
Thailand has a more competitive cost structure in com production. Important differences in the 
competitiveness of the com sectors and government policy initiatives in Thailand and in the Philippines 
were further discussed by Dr. Gaspay. 

First, Philippines largely produces white com for human consumption, though yellow com has 
increasingly been produced as an input to the livestock industry. In contrast, Thai com production is 
predominantly yellow for export and as a source of feed. Second, open-pollinated varieties dominate com 
production in both Philippines and Thailand. Third, in terms of input use intensity, i.e. , labor, fertilizer 
and other commodity inputs, both countries are low-intensity com producers though the Philippine producer 
uses fertilizer at a significantly higher rate than the Thai fanners. 

Fourth, com production growth in 
Thailand has been very rapid over the 1950s and 
1960s, and yields have also increased, due largely 
to the expansion of com producing areas. In the 
Philippines, com production areas have also 
swelled, though the yield average in the 
Philippines is much lower than in Thailand (in 
1991, 1.3 tons/ha of com were produced in the 
Philippines compared to 2.4 tons/ha in Thailand). 

Fifth, in terms of trade performance, Thai com 
production for export is declining as a proportion 
of total production in response to increasing 
demand for feed from the livestock industry. The 
Philippines continues to follow a strategy of 
achieving self-sufficiency in com production. 

Sixth, in the policy arena, a less price 
distorted structure in Thailand has kept the Thai 
domestic price of com below the border price 
while prices in the Philippines have neither been 
stable nor low. The high price of fertilizer in both 
Thailand and the Philippines has led to relatively 
low fertilizer application rates and lower com 
yields than found in Indonesia or in Malaysia. The 
overvaluation of exchange rates in both countries 
have substantially distorted domestic com prices. 


Principal Reforms For Improving Corn 
Production Efficiency 

♦ Public Investment in Support Services: 
Overcome the land disadvantage of the 
Philippines through the appropriate 
investment in com seed research, com 
production extension, and improved rural 
bulk transport systems to yield substantial 
long-term dividends in corn productivity; 
and 

♦ Agriculture Pricing: Agricultural price 
reform in the Philippine should include the 
correction of an overvalued exchange rate 
and the lowering of tariffs on industrial 
goods. The Erst allows Philippine corn to 
be transformed into an efficient import- 
substitute. The second, helps reduce or 
eliminate the price bias against agriculture 
given the protection that benefits the 
industrial sector, at the expense of 
agriculture. 

Source: Gaspay (1993) 


21 Manuel S. Gaspay, "Comparing The Com Economies of the Philippines and Thailand," Annex A to "Technical 
Potentials Expanding Com Production in the Philippines: Lessons from other LDCs," by B.F. Johnston, Food Research 
Institute, Stanford University. 
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The disincentive effects of distorted domestic prices have been somewhat offset by policies that effectively 
discouraged rice production in favor of com production in Thailand. 

Finally, farmers make investment decisions based on prices, the level of production potential and 
technology, and labor skills available. Cost of production serves as a benchmark for comparing the 
structure of com production and its influence on determining the ability of the farmers to compete in 
markets. There is an indication that in terms of cost of production, Thailand enjoys a more superior 
standing as almost all cost items in the Philippines are higher. The physical efficiency of land in the 
Philippines is relatively low and analysis shows that without trade protection, Philippine com farmers would 
not be economically efficient under prevailing constraints of input costs and high post-harvest handling as 
well as marketing costs. 

Dr. Achilles C. Costales 22 discussed the necessity, significance, and wisdom of investing in com 
technology to promote expansion of com production. He likewise stressed the politically sensitive nature of 
undertaking the proposed com import liberalization, considering that majority of the com farmers belonged 
to the poorest of the poor in the Philippines. 

A historical review of the development of com technology in the Philippines provided the basic 
trends and emerging patterns in com research. The Institute for Plant Breeding (IPB) at the University of 
the Philippines at Los Banos (UPLB) has been the main public sector institution associated with com 
technology research. Its program has focused on the development of superior open-pollinated varieties 
(OPVs). On the other hand, the production of hybrids has predominantly been undertaken by private sector 
seed companies. Emphasis in the 1960-1970s was on the development of high-yielding OPVs and disease- 
resistant varieties. The 1980s focused on breeding programs to develop resistance to pests and diseases, 
tolerance to various stress conditions, and the growth of regional breeding stations, with modest use of 
hybrid seed technology. The 1990s saw the shift in emphasis to research focusing on hybrids, and the 
dissemination of basic needs made for OPVs for the production of certified seeds. Thus, basic materials 
for increasing com yields in the Philippines have been available through 17 OPVs promoted by the research 
system and approved by the Philippine Seed Board (PSB). Hybrid technology, however, has remained 
largely a private sector research activity and distribution/dissemination should vastly be expanded. Pilot 
tests have proven that yield gains are possible through the application of OPVs and existing hybrid 
technology. 

Data reviewed indicate a large potential for technological change in the com subsector that would 
benefit the rural farmers and contribute to the dynamic and sustained growth of the livestock sector. The 
severe poverty of the bulk of Philippine com farmers in addition to the growth potentials of the feed and 
livestock subsector provide the justification for optimism. There is a clear link between expenditures on 
com research and increases in com yields. Technological innovation and dissemination are critical to 
realizing the potential benefits of increased com production. 

Nonetheless, a major constraint to com technology is funding. Data analyzed confirm that com 
research does not receive priority government funding. In the Philippines, not only is there an 


22 Achilles C. Costales, 'Technological Potentials and Constraints in the Philippine Com Feed Industry', 
University of the Philippines at Los Banos. 
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underinvestment in agricultural research and manpower development, funds are also allocated across too 
many commodities resulting in the dilution of the potential impact of the research investments. However, 
two important agriculture policy simulation exercises emphasize the importance of corn and corn research in 
the Philippine economy. The "Research Priorities for the Philippine Agricultural Project" employs a 
decision support model to determine research priorities in agriculture. By modeling absolute and relative 
benefits from research, and the prospect of success, com receives priority ranking as well as the chicken 
and hog commodity groups. The second simulation model (developed by Balisacan, Clarete, and Cortez for 
the food sector) indicates that without gains in com productivity, the com sector will fail to fulfill its 
potential as a possible export crop or as an essential input to the livestock industry. 

Finally, expanding the use of PSB-approved OPV varieties will result in higher yields and a better 
system for propagation, germination, and distribution. Improved distribution of hybrid technology promises 
major gains in productivity. Hence, attention should be shifted away from improving the productivity of 
10% of the com fanners who are on the brink of becoming exporters (as the past government programs 
have done). Instead, emphasis should be given to getting the low and medium-technology OPVs 
disseminated to the poverty-stricken com farmers. 


Key Elements to Increasing Corn and Yield and Ensuring Wider Economic Gains for Corn Farmers: 

► Disseminate PSB-approved OPVs to the farmers; the seeds must be made available to the farmers; 

► Bring technology for unproved OPVs to the fanners through an extension system that demonstrates 
important management practices; 

► Invest in adaptive research to experiment and verify potential gains of new OPVs and hybrids; 

► Build and expand the genetic base for OPVs through basic research; the yield performance of the 
current OPVs must be rapidly improved; 

► Create a market for OPVs, in response to the demand that exists and drawing lessons from the far 
more advanced hybrid seed market; and 

► Invest in reliable rural roads and irrigation facilities; this would result in more efficient distribution and 
marketing of com from the com producing regions to the com using regions. 

Source: Costales (1993) 
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Highlights of Discussants’ Reports 


Dr. Manuel M. Lantin 23 concurred that investment in corn research and technology is critical to 
the sustained growth of the agriculture sector in the Philippines. However, the desirability and feasibility of 
small-farm development strategies in corn production cited by Johnston will require further evaluation. To 
quote from Johnston: "With the exception of the production of high-quality hybrid seed, there is nothing 
about com production that makes it particularly suitable for large scale units.” One can also argue, 
nonetheless, that "there is nothing at all in corn production that makes it particularly suitable for small scale 
farmers." Inevitably, one must accept that the more important aspect of com production is the farmers’ 
skills. 


In discussing the potentials of Philippine com variety, it is important to clarify that the yield 
potentials referred to by Costales are mean yields of the released varieties in the National Cooperative 
trials. These are not yields obtained from actual farming conditions or farmers’ skills. Moreover, it should 
be pointed out that comparison of yields of hybrid varieties is constrained by the fact that the tests were 
conducted in different seasons and location combinations. There is added relevance in presenting a 
comparison of mean yields of cluster varieties released in different years. This would hopefully indicate 
that improvements have been made in yield levels as well as in other traits: disease resistance, tolerance to 
insect pests, and yield stability. 

On the issue of increasing productivity in corn, the key question is by how much should yields be 
raised? According to Costales, the answer would depend on the objective. If the objective is to export, 
productivity will have to increase to meet the quantified export objectives. However, what appears to be 
more critical is the objective at the farm level. At the farm level, the objective is to increase yield to 
maximize the net income of the farmer. The national perspective can therefore be expressed simply as the 
extent by which production meets demand, given self-sufficiency as the basic policy. 

Lastly, while it is true that the Institute of Plant Breeding is shifting from the development of OPV 
to hybrids, there are other plant breeding institutions, universities, and DA stations that remain focused on 
OPV development. And despite the fact that the DA is banking on the expansion of the hybrid areas under 
the Grains Production Enhancement Program, there is a need to develop both OPVs and hybrids, to expand 
com production and improve com productivity in the Philippines. 

Mr. Rolando Dy 24 addressing the subject from a strategic planning perspective posed and 
provided the answers to three essential questions on the status and prospects of the Philippine com industry. 
His analysis cited the lessons from the two conference papers presented, particularly in charting the 
strategic directions for the com industry. 


23 Or. Manuel M. Lantin, Department of Agriculture Undersecretary for Training, Research, and Operations; also 
Chairperson of Committee on Grains Production Enhancement Program. 

* Mr. Rolando T. Dy, Head of the Agribusiness Unit of the Center for Research and Communication. 
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Corn is the main input to the livestock subsector. The stakeholders include more than three million 
com fanners, the feed millers, livestock raisers, 62 million consumers, and the government. Their interests 
do not necessarily converge. This requires a consensus building approach in formulating policies and 
programs for the industry. 

There are several weaknesses that can be identified as the Philippine com industry is assessed: 

► Low level of productivity. In 1991 the average yield per crop was 1.3 tons/ha, or 35% of 
the world average of 3.7 ton/ha per crop. This is low compared to the productivity of 
rice which has reached about 80% of the world average; 

► Slow growth in productivity. As cited by Johnson, in the past thirty years, Philippine 
com yield grew by only 97%, (roughly 2.3% per year). Again, this is low compared to 
the world average growth rate of 122% (roughly 2.7% per year); 

► High post-harvest losses. Post-harvest losses of com in the Philippines can be as high as 
30% (perhaps in the wet season, and far lower in the dry season). The bulk of com is 
harvested in the wet months of July to September; 

► Poor quality of com. Poorly-dried com due to lack of on-farm post-harvest facilities are 
priced low at the farmgate while livestock growers complain of high aflatoxin content. 

The latter has severe adverse effects on swine and chicken breeding; 

► Low adoption rates of good seeds. The adoption rate of good seeds (hybrid or 
open-pollinated) appears low at about 10% of the harvested area. This low adoption rate 
depresses com yields; 

► High marketing cost. The marketing cost is disproportionately high compared to Thailand 
due to poor marketing infrastructure. For example: road density in the Philippines is 
relatively high while the proportion of paved and all-weather roads is reportedly low; and 

► High cost of com. Low yields, high post-harvest losses, and high marketing cost lead to 
high cost of com to the livestock raisers. This high cost is ultimately borne by the meat 
consumers. 

Nonetheless, the livestock industry, to which com is an essential feed input, can be classified as a 
"sunshine" business; the industry is dynamic and robust. Primarily, food currently accounts for about 50 % 
of the spending of the average Filipino household. Also, potentials for exporting meat products in the high 
income countries of Asia exist, provided that barriers such as the high cost of feeds and foot-and-mouth 
disease are addressed. 

Three major threats to the com industry should be addressed seriously: 

► Entry of low-cost, imported com and feed substitutes; 
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► Entry of low-cost meat products which will in turn reduce the demand for com; and 

»• Severe fluctuations in the domestic com supply due to the increasing frequency of drought 

and lack of irrigation. 

And Finally, there should be a vision guiding policymakers in charting the strategic directions of 
the Philippine com industry. A proposed vision is: "To transform corn-producing communities into 
productive stakeholders of the agribusiness system where they would earn decent incomes from com 
production and/or alternative farm or non-farm income opportunities.” This proposed vision has three key 
results areas. First, increasing com productivity. Second, reducing the high incidence of poverty. Third, 
income diversification. The third thrust should include, among others, com-livestock farm systems, and 
crop diversification, with or without the livestock component. 

The cases of Taiwan, Thailand, Indonesia, Mexico, Kenya, Zimbabwe can offer us many 
invaluable lessons. The tasks ahead require careful consideration of the interests of the various 
stakeholders. 


Proposal for Transforming Philippine Corn into a Dynamic and Robust Industry 

► Quantify the costs and benefits to the various stakeholders under different scenarios (the gainers and 
losers); 

v Increase investments in corn seed research to at least 1% of the Gross Value Added by 1994; the state 
colleges or universities in the major com regions should be tapped for research while farmers 
cooperatives could be good vehicles for seed multiplication; 

► Disseminate farm systems which integrate on-farm use of com, com biomass, or silage as feeds to 
livestock; 

► Improve market linkages of com producers to feed millers and livestock raisers; 

► Increase investments in marketing infrastructure, particularly in the key corn areas of Northern 
Mindanao, Southern Mindanao, Central Mindanao and Cagayan Valley. These should include: on- 
farm post harvest facilities, all-weather fann-to-market roads, trunk roads, bulk handling, and 
telecommunication; and 

► Finally, infrastructure investments must be quantified in terms of annual budgets and physical 
indicators; this would facilitate the acceptance by the farmers’ groups of the conversion of QRs into 
tariffs by 1995. The performance indicators must be disseminated to farmers groups, members of 
Congress, as well as other interested parties. 

Source: Dy (1993) 
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Mr. Rosalino Perez 23 noted the several commonalities that characterized rapid growth in 
production and increased productivity in developing countries: the rapidly growing use of improved seeds, 
whether OPVs or hybrids; the trend towards intensive use of fertilizer and adoption of modem technology; 
the expansion of com production areas; and lastly, the increasing contribution of small landholdings to the 
bulk of production relative to the large commercial farms. The role of infrastructure in the efficient 
marketing and distribution of the com produce was also singled out as a significant factor to consider. 

The appropriate role of government in promoting com productivity is a critical policy issue as 
pointed out by Johnson. There are various models of success as well as failures in government involvement. 
For the Philippine com industry, the most important lesson prints out that " a responsive and productive 
agricultural sector is best achieved by using government to regulate rather than manage the delivery of the 
services which are essential to agricultural development. " However, overregulation by the government can 
still occur with catastrophic consequences for a number of industries. 

Finally, it is important for policymakers to distinguish between policies for white and yellow com. 
Macro policies notably infrastructure, interest rates, foreign exchange, credit and transport will make an 
impact on the whole of agriculture, and the total economy in general. Yet, a separation of policies could 
downplay the political dimension of com as a staple food which the country wishes to secure, and as feed 
which the industrial users, such as the feedmillers will be more concerned about. Traditionally, Philippine 
com production has been primarily white although this is changing in response to the growing demand for 
com as feed. Thailand com, meanwhile, has always been primarily yellow and used for feeds. This has 
prompted Thailand to consistently install policies that would allow their com farmers to trade in the 
international markets and to make them globally competitive. 

Hardeep Grewal 26 presented comparative data on global com market trends which indicated that 
com demand will grow faster than supply in many areas of the world including Asia. Underlying these 
global shifts in the global com market will be the increasing importance of the Asian Pacific Rim region. 
Rapidly growing incomes in the region will result in dramatic increases in meat and dairy consumption with 
corresponding increase in feed com use. In the domestic scene, it is likewise projected that feed com and 
protein meal consumption will also rise as the domestic livestock industry expands. 

Given both international and domestic trends for increased usage of com as feed, concern was 
raised over the ability of the Philippines to meet the demand for com. At current rates of technology 
adoption, analysis of the data from year 1992 to year 2000 showed that the country will be unable to cope 
with the projected demand for com. Unfortunately, current trade policies in the Philippines do not offer a 
solution to this impending problem due to the existing com import restrictions. 

There is a need for policy actions in the Philippines to allow the com industry to increase its 
productivity and international competitiveness. Urgent policy actions must focus on reducing production, 
marketing, and post-harvest as well as other handling costs. Infrastructure, irrigation, technology, and 


s Mr. Rosalino G. Perez, Treasurer of the Foundation for Resource Linkages and Development, and Corn and 
Livestock Consultant of the ASAP Policy Team. 


Mr. Hardeep Grewal, Country Manager of the Pioneer Overseas Corporation. 
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price stability will lead to reduced producer prices. This will help significantly in narrowing down the wide 
gap that currently exists between the domestic price of com and the international border price. 


Proposed Strategic Objectives For The Philippine Corn Industry 

► Increase yields to 5 mt/ha by improving cultural practices, promoting utilization of superior genetics, 
and adopting irrigation technology; 

► Decrease post-harvest losses and cost of handling through improved shelling and drying equipment as 
well as bulk handling/storage facilities; 

► Reduce marketing costs by investing in the appropriate rural infrastructure, encouraging and user 
proximity to producer, and promoting mixed farm systems that stimulate the use of corn as feed for 
on-farm livestock; 

► Stabilize com prices to reduce farmer uncertainties and encourage investments in technology and 
inputs; and 

*• Improve agricultural credit access to enable farmers to avail of superior inputs and advanced 
technologies. 

Source: Pioneer Overseas Corporation (1993) 


Larry Morgan 27 offered an analysis of the implications of alternative com supply policies on net 
economic welfare. A basic corn-livestock market model was developed to explain the quantitative linkages 
between farm-level com production and the retail consumption of chicken and pork. Using this model, 
three alternative com supply policies were evaluated in terms of changes projected in three major interest 
groups’ economic well-being. 

The three policy scenarios used in the analysis were: no com import restrictions, com imports 
banned, and new rural infrastructure. Under the first scenario of no com import restrictions, using the 
current border price of ¥3 and based on the current margins between farmgate, wholesale, and retail 
prices; com farm production is estimate to fall by about 28 % while com demand will increase by about 
21 %. The production shortfall, estimated at 2.7 MT would be met by imports. In the second scenario of 
com imports banned, the lack of imported com to fill local production shortfall will force com prices 
upward causing negative impact on the livestock markets. Under the third scenario of new rural 
infrastructure, the com supply curve was assumed to shift to the right by 10%, in response to the 
productivity gains associated with new roads, irrigation, and post-harvest handling facilities. As a result, 
com prices will fall and production will increase. However, if com imports continued to be banned, the 
price quantity effects of new infrastructure would cause only moderate changes in the livestock sector. 


° Larry Morgan, "The Effects of Alternative Com Supply Policies on the Philippines* Com and Livestock 
Markets'; Senior Policy Analyst of Chemonics International Consulting Division and ASAP Agriculture Policy Advisor. 
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price stability will lead to reduced producer prices. This will help significantly in narrowing down the wide 
gap that currently exists between the domestic price of corn and the international border price. 


Proposed Strategic Objectives For The Philippine Corn Industry 

► Increase yields to 5 mt/ha by improving cultural practices, promoting utilization of superior genetics, 
and adopting irrigation technology; 

► Decrease post-harvest losses and cost of handling through improved shelling and drying equipment as 
well as bulk handling/storage facilities; 

► Reduce marketing costs by investing in the appropriate rural infrastructure, encouraging and user 
proximity to producer, and promoting mixed farm systems that stimulate the use of corn as feed for 
on-farm livestock; 

► Stabilize com prices to reduce farmer uncertainties and encourage investments in technology and 
inputs; and 

► Improve agricultural credit access to enable farmers to avail of superior inputs and advanced 
technologies. 

Source: Pioneer Overseas Corporation (1993) 


Larry Morgan 27 offered an analysis of the implications of alternative com supply policies on net 
economic welfare. A basic corn-livestock market model was developed to explain the quantitative linkages 
between farm-level com production and the retail consumption of chicken and pork. Using this model, 
three alternative com supply policies were evaluated in terms of changes projected in three major interest 
groups’ economic well-being. 

The three policy scenarios used in the analysis were: no com import restrictions, com imports 
banned, and new rural infrastructure. Under the first scenario of no com import restrictions, using the 
current border price of P3 and based on the current margins between farmgate, wholesale, and retail 
prices; com farm production is estimate to fall by about 28 % while com demand will increase by about 
27%. The production shortfall, estimated at 2.7 MT would be met by imports. In the second scenario of 
com imports banned, the lack of imported com to fill local production shortfall will force com prices 
upward causing negative impact on the livestock markets. Under the third scenario of new rural 
infrastructure, the com supply curve was assumed to shift to the right by 10%, in response to the 
productivity gains associated with new roads, irrigation, and post-harvest handling facilities. As a result, 
com prices will fall and production will increase. However, if com imports continued to be banned, the 
price quantity effects of new infrastructure would cause only moderate changes in the livestock sector. 


27 Larry Morgan, 'The Effects of Alternative Com Supply Policies on the Philippines' Com and Livestock 
Markets"; Senior Policy Analyst of Chemonics International Consulting Division and ASAP Agriculture Policy Advisor. 
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An assessment of the net economic welfare gains generated from the three policy alternatives 
showed that the third policy scenario of new rural infrastructure was closest to the globally beneficial 
situation, translating into an annual net increase in economic welfare of approximately US$ 300 million. 
The first policy scenario of no com import restrictions generated the highest estimated total welfare. 
However, it was projected that only one-half to two-thirds of these net gains would be realized and then 
much of these would be felt in the pork market. The policy scenario of no com imports pushed the net 
economic welfare below the current level, due to chicken and pork market losses. While com producers 
were shown to gain about PHP 1 billion, these gains were more than offset by the losses suffered by the 
com consumers. These results confirm the high welfare costs associate with protectionist policies. 


Analysis of the Impact of Alternative Corn Supply Policies on the Philippine Feed and Livestock Subsector 

♦ A total ban on corn imports during a domestic shortage will have a significant negative effect on 
livestock producers and meat consumers; 

♦ Domestic com supply is constrained by the resistance of chicken and pork consumers to sharp short- 
term price increases; 

♦ Any com supply policy should acknowledge the fact that the Philippines has no serious prospect of 
becoming a consistent com exporter until the domestic wholesale price of com falls below the long- 
term import price; 

♦ New initiatives to increase com production should be designed to increase com output per unit of land, 
labor, fertilizer, and seed input; at successively lower, long-term farm gate prices; and 

♦ A necessary, but not sufficient, precedent to improving corn production technology is a comprehensive 
system of rural all-weather roads and efficient interisland shipping. 

Source: Morgan (1993) 
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Notes From The Open Forum 2 * 

* Any policy decision must be based on the vision that com and livestock producers should be transformed 
into productive stakeholders with decent income level and farm employment. In identifying the key result 
areas of policy research, the key players must be identified and the impact of trade liberalization 
ascertained. 

a It is important to differentiate the treatment of white com from yellow com in order to focus the policy 

reforms. 

* Do we concentrate research funds on hybrid varieties rather than on open pollinated varieties, 
considering that the Grains Productivity Enhancement Program (GPEP) calls for an expansion of com 
hybrid areas? Conversely, what is the role of the public and private sectors in hybrid research? 

a The private sector has made significant contributions to research and development. This has resulted in 

increased grains supply, but the impact has not been felt by the majority of com farmers. 

a Since the Philippines is perceived to have already generated corn technology, further adaptive trials ought 

to be undertaken in key grain production areas in order to reach the national corn production targets. 

a If the current technology adoption rates are maintained, the Philippines will need to import feed com in 

the next few years. 

a The seed industry seemed to have been left out in the discussion. While there are four private players 

and one public player involved, experience from other countries shows that farmers are capable of 
producing foundation seeds given the necessary support mechanisms. However, there are no private seed 
companies that have tie-ups with organized fanner groups with regard to seed multiplication. 

a To be more competitive, Philippine com farmers must focus on reducing their material costs (e.g. seed, 

chemicals, fertilizers), as well as their interest and marketing expenses. 

* The Magna Carta for Small Farmers emphasizes that interest rates for farmers should only be 75% of 
commercial rates. However, since the cost of money is controlled by law, it is the farmers’ access to 
credit which must be targeted by the policy. 

a Would less government intervention leave the com, livestock and poultry subsector better off? 

Statements of good intentions are very different from actual implementation. 

a Continuous dialogues among participants in the industry will pave the way for ensuring that policies in 

the corn and livestock sector are correct. 

Source: PIC Main Conference Open Foruin 
May 13, 1993 


“ Summary of key issues discussed during the open forum. The comments and questions identified here go 
beyond clarification of the papers presented and raise particularly important issues for Philippine policy makers. 
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ASSESSING THE POTENTIALS OF THE SMALLHOLDER INDUSTRY IN 
THE PHILIPPINES 29 


Overview of the Conference Papers 


Dr. Lovell Jarvis 30 , drawing lessons from international experience, noted the livestock industry’s 
potential to regularly outperform other agricultural subsectors. Development studies have revealed that as 
income levels increase, the demand for meat, milk, and eggs rapidly increases. In turn, livestock 
production levels depend heavily on the demand for livestock products, and this response is largely shaped 
by the policy environment. 

The livestock industry in the Philippines contributes about 20 percent of the gross value added in 
agriculture through food products. This value added is achieved through the conversion of different 
foodstuffs and other inputs into a variety of valuable outputs such as meat, eggs, milk, draft power, wool, 
hair, hides and skins, manure for fertilizer and fuel, and replacement animals. Nonetheless, the data reveal 
that the livestock sector in the Philippines accounts for a smaller share of agricultural value output than the 
livestock sector in most other developing countries with equivalent income levels. Furthermore, with 
poultry as the exception, although the Philippine livestock industry grew more rapidly than in most 
countries prior to the 1980s, its growth performance slowed down considerably during the decade of the 
1980s. 


Livestock production in the Philippines comes predominantly from monogastric animals, e.g., hogs 
and poultry, as opposed to ruminant animals, e.g., cattles and carabaos. Ruminant animals require 
significant amounts of pasture and forage for efficient production and pasture and forage are not available in 
large quantities in the Philippines. Hence, given the limited pasture resources available which could allow 
economic development of beef production and the likely growing demand for meat products, the Philippine 
livestock sector will potentially continue to expand primarily through the use of monogastric animals. Hogs 
account for roughly 50 % of total livestock food products and poultry for about 30 %. Backyard 
production accounts for 75 % of pork output, 50 % of poultry output, and the bulk of beef food products. 
Smallholder livestock production thus constitutes nearly 70 % of the total livestock output in the 
Philippines. Given this large share in livestock output, policy makers must, therefore, take the necessary 


s Fourth conference topic of the PIC. This section summarizes the discussions during the conference on the 
essential role of smallholder livestock to the sustained growth of agribusiness in the Philippines. The first paper, 
presented by Dr. Lovell S. Jarvis, presented evidence from developing countries to emphasize the institutional structure 
required to promote the accelerated growth of the smallholder livestock subsector. The second paper, presented by Dr. 
Leonardo A. Gonzales discussed cases and models in the Philippines where smallholder livestock production has 
expanded and successfully been transformed into commercial operations. 

30 Lovell S. Jarvis, 'Livestock Development Potential in the Philippines: International Comparative Perspective," 
University of California at Davis. 
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steps to formulate and implement an effective development assistance strategy that would allow the 
smallholder livestock producers in the Philippines to increase production. 

In seeking to find the means by which smallholder livestock production can be increased, the 
relative strengths and weaknesses of the different types of producers must be understood. For example, the 
competitiveness of smallholders is usually dependent on their access to cheap inputs, particularly farm by- 
products and family labor. They often utilize ruminant animals as part of an integrated farming system, 
obtaining additional benefits such as soil improvements. Any improvement in the technology available and 
utilized by the smallholders will allow them to increase output: improved management, balanced feeds to 
complement existing cheap feed, vaccinations, and other veterinary interventions to reduce the effects of 
disease and parasites. However, smallholders require interventions that utilize little capital and require 
relatively little management input. Smallholders, generally do not have strong underlying management 
skills which can handle complicated technologies. They also cannot readily adopt technologies that would 
translate into increased input, be these technologies be in the form of purchased inputs or management 
inputs. Efforts to work with smallholders will therefore require an agricultural research and extension 
system and other support services that will provide them with the kind of technological packages and inputs 
essential to achieving their production potential. 

Much has already been said and written about the need for a policy environment that is conducive 
to the dynamic and sustained growth of the Philippine livestock industry. Unfortunately, several recent 
studies that argued the potential for future growth in the industry have also emphasized the role that 
government policies have played in creating an inefficient, high cost domestic livestock industry. The more 
damaging policies include: 

► Industrial protection with a bias against agriculture, resulting in unfavorable trade terms, 
e.g. prices, supplies, etc.; 

► Protection of the domestic feeds required for livestock production, through both tariffs and 
quotas — resulting in increased cost of feeds; 

► Protection of domestic meat and milk which encourages meat producers to compete via 
rent-seeking for import quotas rather than via more efficient operations; 

► Controls on inter-island shipping leading to a high cost and inadequate transportation 
system; 

► Inadequate infrastructure, particularly roads and communications, increasing input costs", 
reducing farm-gate prices and restraining information flow regarding prices and 
technology; and 

► Problems involving government institutions concerned with supplying or regulating crucial 
inputs to the livestock sector, e.g. animal health, livestock research and extensions, credit, 
quality control for feeds and processed meats, and land tenure problems — all serving to 
deny the sector inputs essential to efficient performance. 
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Citing the observation that among Asian countries, the Philippines is often described as the most 
"Latin American", the experience of Mexico and Chile in instituting policy reforms in the feed and 
livestock subsector are thus seen as highly relevant. 

In Mexico, major decisions have included exchange rate liberalization, reduction in tariffs on the 
feed stuffs (which not only implied sharply reduced costs of livestock production but also acceptance of the 
need to reduce prices to smallholder com producers), and legal changes allowing commercial development 
of ejido lands. 

Similarly, Chile has undertaken major economic reforms (e.g., exchange rate liberalization, tariff 
restructuring, financial and labor market liberalization, infrastructure development) which have led to more 
gains and efficiencies. The resulting increase in incomes, rising grain yields, access to international 
markets for required inputs and technologies have allowed the robust expansion in livestock production, 
particularly in the hog, poultry, and dairy sectors. 

The list of problems in the Philippine livestock industry is large, so large and so pervasive that 
they may seem insurmountable. Nonetheless, a complete package of simultaneous reforms are needed if the 
industry is to achieve a dynamic and sustained growth path. 

Dr. Leo A. Gonzales 31 , reiterating that livestock production in the Philippines is basically 
smallholder, cited efficiency gains, high growth linkages, and equity improvements as fundamental reasons 
for vigorously pursuing a smallholder livestock development strategy in the Philippines. 

Efficiency Gains. Previous studies (e.g., Gonzales, 1984; Cabanilla, 1986; Rae and Lough, 1989; 
and Gonzales and Perez, 1991) have shown that the livestock industry is an efficient of foreign exchange 
(through import substitution) and has high potentials for contributing to exports from the Philippines. 

High Growth Linkages. The livestock industry in the Philippines has very high growth linkages 
within agriculture, agro-industry, and the economy as whole. Hence, integrating the smallholder livestock 
to the feedgrain subsector through feedmilling and meat processing activities would generate higher value 
added products and improve the income levels in the economy. 

Equity Improvements. Most of the areas in the Philippines where smallholder livestock producers 
are predominantly located have higher incidence of poverty and smaller shares in government infrastructure 
expenditures. Increasing the household incomes of the poor through smallholder livestock development will 
be consistent with the current government priority goal of eradicating extreme poverty in the Philippines. 

Two general types of constraints adversely affecting the development of smallholder livestock 
producers in the Philippines were identified. Macroeconomic constraints originate from resource allocation 
policies affecting the national economic framework. The Philippine national development strategy, thus far, 
has encouraged an industrial protection system by defending an overvalued exchange rate. This has worked 
against the agriculture sector and the consequent deterioration in the terms of trade in agriculture has served 


31 Dr. Leonardo A. Gonzales, formerly of the International Food Policy Research Institute, in a paper entitled, 
'Invigorating the Smallholder Livestock Industry of the Philippines.' 
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to make livestock products uncompetitive in the 
international markets. 

Sectoral constraints that are specific to 
the livestock commodity system refer to the 
inadequate "hard" and "soft” infrastructures 
required to strengthen the linkages within the 
subsector. For example, there is lack of farm to 
market roads and shipping facilities that reduce 
the transactions costs in the distribution of com 
from the producing to consuming areas. There 
are other sectoral constraints that seriously 
constrict the growth of the smallholder livestock 
industry in the Philippines: high cost of feeds, 
feed ingredients, medicines and biologies, lack 
of access to credit and the high cost of money, 
lack of access to markets, constant power 
failures, technology constraints, and absence of 
institutional ties to viable cooperatives and 
producers’ organizations. 

To look closer into the state of the 
smallholders’ livestock development, case 
studies using data generated from a rapid 
appraisal of livestock producers’ cooperatives 
were conducted by Gonzales. 32 The case 
findings indicated a wide spectrum of variances 
in efficiency, financial viability, and 
organizational structure across provinces and 
across the different producers’ cooperatives in 
the Philippines. 

Summarizing the findings of his case 
studies into lessons for invigorating the 
smallholders livestock in the Philippines, 
Gonzales arrived at four fundamental 
conclusions: 


Services Essential to Developing the Smallholder 
Livestock Industry in the Philippines: 

♦ Livestock Research: Research should be 
able to identify methods by which additional 
feed resources can be produced at economical 
cost and by which existing resources can 
produce greater output; 

♦ Extension Services: The number of agents 
must be increased in order to multiply the 
amount of information being delivered; in 
addition, improve the extension organizations 
and agents, and promote the development of 
closer links with research, including feed 
back mechanisms to ensure that technologies 
being developed can be adopted by the 
farmers; 

♦ Veterinary Services: Whether provided 
publicly or through the private sector, 
veterinary services should be provided to 
intensify the efforts to reduce disease and 
parasite threats to animals, both to increase 
productive efficiency and to gain access to 
markets which would otherwise be closed due 
to potentially infected animals; and 

♦ Infrastructure Support: Transportation, 
communications, processing, and marketing 
are all required if the smallholder livestock 
sector is to produce and market its products 
efficiently. 

Source: Jarvis (1993) 


► First, there is a pressing need for smallholder livestock producers to organize themselves 

into cooperatives and avail of the economies of scale in cooperative buying of inputs and 
selling of outputs; 


32 The cooperatives studied by Gonzales include the Cagayan Valley Development Cooperative. Nueva Vizcaya 
Multi-Purpose Cooperative, Cagayan Livestock Raisers Cooperative, Cavite Farmers' Feedmilling and Development 
Cooperative, Soro Soro Ibaba Development Cooperative, and the South Cotabato Foundation Incorporated. 
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Policy Recommendations For Invigorating The Smallholders Livestock Industry in the Philippines: 

♦ Public Sector Support: The provision of basic "soft” and "hard" infrastructure is essential to the 
success of the smallholder livestock development strategy; 

♦ Public Sector Investment: In the generic breeding of quality animals, scientific laboratories for 
vaccine manufacture, research on animal health and nutrition, and alternative sources of feeds should 
complement the infrastructure investment; 

♦ Macro Policy Reforms: Increased infrastructure investments and research on productivity will be 
crucial to preparing the feed/livestock subsector for trade liberalization. Credit reforms should also be 
pursued vigorously to remove the bias against agriculture; 

♦ Private Sector Support: Partnerships with big integrators through contract growing, breeding, 
livestock dispersal program, market development and processing of livestock products should be 
encouraged to enhance the efficiency of the smallholder producers; and 

♦ Strong Producers’ Cooperatives: Small individual farmers should be organized into strong fanners’ 
cooperatives or associations to avail of economies of scale that can be potentially derived from the 
group buying of inputs and marketing of outputs. 

Sources: Gonzales (1993) 


► Second, farmers’ cooperatives/associations in the country have had a long history of 
failures and successes. There is an implied vital role for the Cooperative Development 
Authority in strengthening the smallholder farmers’ organizations, through appropriate 
training in organizational management and business economics; 

► Third, infrastructure is the key factor in strengthening the structural linkages in the 
feed/livestock subsector. An integrated structure of a feed/livestock model consists of 
some if not all the following economic units: source of cheap raw materials for feeds, 
feedmilling capacity, livestock/breeding hatchery operation, mass based livestock 
producing unit, abattoir/processing plant with storage facilities, and marketing 
organizational structure that sells the final product. This is the list of "soft" infrastructure 
required to support the basic requirements of the livestock producers and direct lending 
facilities through the government and the private sector should be available to respond to 
these requirements. The "hard" infrastructure such as roads, ports, power, 
telecommunication, among others, which need to keep agriculture moving should be 
provided by the government; and 


► 


Finally, the case studies demonstrated that partnerships between big businesses (i.e., the 
livestock integrators) and smallholder cooperatives can be operationally viable. This is 
particularly illustrated by the joint ventures between CAVADECO and CALIRA with 


30 



Policy Impact Conference: Summary of Papers and Discussions 


Republic Flour Mills and San Miguel Corporation in Cagayan Valley, on areas such as 
feedmilling, hatchery contract growing, and abattoir operation. 


Highlights of Discussants’ Reports 

Mr. Shu-Yen Chiu 33 , presented his analysis of the vital role played by the government in steering 
the livestock industry of Taiwan towards a dynamic growth path. Alarmed by the steady decline in the 
farm household income and the growing discrepancy between the farm and non-farm household incomes, 
the Taiwanese government launched in 1973 the Accelerated Rural Development Program (ARDP). ARDP, 
in an effort to stimulate agricultural production and minimize the difference between the farm and non-farm 
household incomes, increased rural infrastructure investments in the forms of drainage, dikes, irrigation 
facilities, and farm-to-market roads. Consolidated crop-livestock special production zones were also 
established and fanners were organized to receive special training in animal breeding, feeds and feeding, 
animal bran structures, management of livestock, and disposal of manure. Soil fertility cycling was 
introduced to the farmers to sustain high production levels. Government support was continuously 
provided through agricultural credit, research extension, and technology improvements. Simultaneously, 
livestock disease control centers were made available to regularly dispatch veterinarians to investigate 
livestock farms for diseases, spray disinfectants, and help farmers select healthy breeding animals. The 
ARDP was so successful that in six years of project implementation, real income of farmers in Taiwan 
increased by 12 %. 

However, by late 1970s, the unabated pace of industrial development continued to seriously 
threaten the agriculture sector and food security of Taiwan. In response, government decided to implement 
a series of programs patterned after ARDP. These programs included the Farmer Income Increment and 
Rural Construction Program (1979-1982), the Strengthen Infrastructure and Fanner Increment Program 
(1982-1985), the Improve Agricultural Structure and Farmer Income Increment Program (1985-1991), and 
the Agricultural Consolidation and Adjustment Program (1991-1997). These programs reflected the 
government’s evolving policies for supporting the growth of agriculture and stressed the importance of rural 
infrastructure investments in boosting the growth of crops and livestock in Taiwan. Furthermore, these 
programs relied on government support through researches and improvements in technology instead of 
encouraging direct subsidies to the farmers. 

Dr. J.K. Camoens 34 observed that many proponents of smallholder development use income and 
GDP figures to define the smallholder. There are, in fact, other vital factors to consider in defining the 
smallholder: ownership of land, size of landholdings, land tenurial rights, nutritional status, and 
socioeconomic criteria of welfare. Hence, the priority policy should be to define within regional and . 
socioeconomic zones of the Philippines, profiles of the smallholder based on an acceptable criteria such as 
the quality of life, socioeconomic equity, and access to the major factors of production. This leads logically 
to a definition which delineates farming communities according to the degree of market orientation - from 


Mr. Shu-Yen Chiu, Special Commissioner. Taiwan Meat Development Foundation. 
Dr. Justin K. Camoens, Senior Livestock Specialist at the Asian Development Bank. 
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the subsistence smallholder with no market orientation to the commercial producer with total market 
orientation. 

The need for sound policies, particularly in the field of research and technology, is critical. 
Research should be used to, amongst others, determine appropriate technological packages in maximizing 
labor productivity, minimizing capital expenditures, and ensuring cost effectiveness to assist the small farm 
families. In addition, research should be responsive to the felt needs of the farmers, comprehensible to the 
intended beneficiaries, focused on small farms, replicable, and adaptable to changing technologies. In these 
days, what seems to be critical to the developing countries is not the introduction of many more 
technological changes but the actual adaptation of technical changes. 

Finally, many countries have been continuously adopting policies, i.e. macroeconomic, fiscal, and 
trade policies, which discriminate against the small farmers. Realigning existing policies that affect the feed 
and livestock subsector to better reflect socioeconomic considerations instead of pure financial or economic 
advantages should be undertaken to encourage small farmer activities. 

There is opportunity today for a closer examination of the existing policies. For the feed and 
livestock development strategy to be effective: 

a Monetary policies such as exchange rate control, foreign exchange availability, and 
convertibility, should reflect the needs of all sectors; 

a Fiscal policies such as taxes and levies should mirror the importance of each sector’s 

contribution to GDP and GNP; 

a Restrictive trade policies such as tariffs, quotas, and total bans on entry/exit should be 
dismantled or be time-bound and performance related; 

a Access to the major factor of production, i.e., land, should be rationalized. The 

imposition of an economic rent on non-performers such as absentee landlords and those 
who underutilize their productive land is a more effective means of equitable 
redistribution; 

a Transfer payments such as subsidies only encourage inefficient production, protecting 

those who need the least protection and benefiting those who have the strongest political 
lobby. If at all needed, subsidies should have time restrictions be performance-related; 

a The priority accorded to the livestock and related industries should be clearly identified 

and requisite resources allocated accordingly; 

a Policies which encourage the development of private entrepreneurship should be favored 
over large public spending; 

a Periodic review of pricing policies should be the rule to benefit both the producer and the 

consumer; 
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a Cost efficiency of financial intermediation should be rationalized and streamlined to reflect 

the true cost of funds, provision for inflation, a reasonable profit from operations, and the 
risks associated with lending for livestock development; and 

a Farmer groups and organizations should be developed and nurtured to be administratively 

and financially responsible for their own operations. 


Mr. German B. Aranez 35 underscored the general neglect of the cattle industry in the Philippines 
which suffers from shortage of feeds and poor nutrition, uncontrollable slaughter even of pregnant breeders, 
minimal breeding and genetic improvement, poor production performance, marketing and shipping 
problems, lack of peace and order in some ranch areas, insufficient common technology, limited improved 
pasture grasses and legumes, non-implementation of programs, and inconsistent policy pronouncements and 
implementation by the government. 

Currently, cattle population in the Philippines stands at about 1.6 million heads. If the minimum 
meat requirement of every Filipino at 4.64 kilos/capita versus the actual usage of 1.2 kilos/capita is met, 
the entire cattle population will be obliterated in less than 2 years. An integrated approach to crop farming 
and livestock growing for the smallholders to improve incomes and limited land use efficiency should, 
therefore, be adopted. In this approach, the widespread utilization of organic fanning, the conversion of 
agricultural waste such as banana stalks, com strover, and sugar cane tops to feeds and the use of manure 
to fertilize forage lands should be encouraged. 

In any livestock development program, the farmer is the focal point for success. Hence, proper 
training of fanners especially in the areas of planning, preparing, storing animal feeds, animal health, and 
marketing is essential. Citing the illustrative examples of smallholder success overseas discussed by Jarvis 
in his paper, Aranes concluded his presentation by stating that cattlegrowers must be given full support by 
the private and public sectors. 

Mr. Rogelio Sarmiento 36 offered his perspective on how the smallholder livestock industry 
should be developed. In the Philippines, the increasing trend is for large integrators engaged in animal feed 
milling up to the delivery and marketing of chicken and hogs, to depend on small contract growers. The 
use of contract growers in livestock production allows the smallholder to focus strictly on meat production 
leaving the integrator to specialize in inputs and marketing tasks. As management know-how and 
technology are absorbed by small raisers, activities previously performed by the integrators are gradually 
transferred to the small livestock producers. For example, San Miguel and Vitarich now have growership 
arrangements for hogs in addition to poultry. Many integrators have gone further. They have upgraded* 
their best growers into contract breeders. Mr. Sarmiento concluded by suggesting that trade liberalization 
should be managed on the basis of its overall contribution to the economy, not in isolation and within a 
particular subsector. 


Mr. German B. Aranez, President of Aranez AgriFoods Corporation (cattle producer). 
Rogelio Sarmiento, Chairman of Vitarich Corporation. 
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Ms. Virginia de la Fuente 37 , arguing for a more dominant smallholder livestock industry in the 
Philippines observed that integrators typically experience large overheads and high labor costs. In this 
regard, government agencies involved in livestock production should focus on providing the smallholders 
with good laboratory facilities and trained technical personnel. Market information to equip the fanners 
with data will also improve production levels. Government should likewise be involved in establishing 
demonstration farms and community development programs through livestock cooperatives. Other specific 
recommendations to pursue the growth of the smallholders in the Philippines should be considered. These 
include: 

a Extending the validity of import permits for feeder steers from 30 to 60 days; 

a Shifting to zero tariff on import of live breeder stock so as not to handicap the 

industry for the naturally long gestation periods and consequently to increase the 
cattle population; 

a Improving the livestock insurance program by reducing the rigidity in the double 
herd program; and 

a Facilitating private sector investment in transportation vehicles through open 

importation of vehicles for a fixed period of time and tax exemptions for vessel 
acquisition. 


Ms. Virginia de la Fuente. Owner De La Fuente Farms. 
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Notes From The Open Forum 3 * 

* Why focus on the smallholder livestock grower? Are there biases against smallholders? What is the 
government doing or not doing to promote the development of the subsector? To the extent that public 
intervention is necessary and this is not provided, this constitutes a bias against the industry. However, 
there are also policy instruments that can favorably affect other subsectors in agriculture or in the 
industry. 

s Smallholder livestock growers are usually cattle fatteners, and rarely breeders. 

a There is a clear bias against the ruminant sector, in view of the fact that fees charged for registering 

large animals (R20 per animal) are being used to support the operations of the Livestock Development 
Council (LDC). 

a The statistics on livestock, involving production, inventories and consumption are inaccurate. Relevant 
and accurate statistics are vital for planning the development of the livestock sub-sector. 

a The use of farm by-products by converting these into feeds would help ease the feed requirement of 
farmers. 

a The eradication of foot and mouth disease (FMD) must be given top priority by the government if the 
Philippine livestock subsector is to be competitive in the world market. 

* Investments targeted to develop the livestock sector are best channeled through the cooperatives system. 

Source: PIC Main Conference Open Forum 
13 May 1993 


38 Key issues discussed during the open forum are summarized in this table. The comments and questions 
identified here go beyond the technical clarifications on the conference papers presented by Drs. Jarvis and Gonzales. 
Collectively, they aim to raise to the attention of the policymakers, the critical policy issues affecting the smallholder 
livestock industry in the Philippines. 
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RURAL INFRASTRUCTURE: OPTIONS FOR REDUCING CORN/LIVESTOCK 
MARKETING AND DISTRIBUTION COSTS 39 


Overview of the Conference Paper 

Mr. Robert E. Rafloski 40 cited the crucial role of adequate infrastructure, particularly good 
roads, ports, interisland shipping, and bulk handling equipment in sustainable agricultural development. 
While infrastructure cost can be considered tolerable in the Philippines, the high marketing and distribution 
costs of com and livestock products relative to other Asian developing countries suggest that there are 
serious problems in the system. 

On the average, transport costs account for 35% to 50% of the grain marketing costs in the 
Philippines, in contrast to 25% in most neighboring Asian countries. The shipping services are highly 
inefficient, with com transport costs per ton/km far exceeding the costs in Thailand, or the ASEAN 
regional average. Port costs are also higher in the Philippines than in Indonesia, Malaysia, Thailand, and 
Singapore. Marketing and distribution costs of moving com to the markets are over 50% higher in the 
Philippines than similar costs in Thailand. Exorbitant land transportation costs, combined with handling, 
warehousing, and interest charges, in addition to long transit hours in the Philippines, explain the large cost 
differentials with Thailand. Furthermore, the distance between production areas and demand centers in the 
Philippines result in a large cost disadvantage for the Philippines, with poor infrastructure services having 
the greatest impact on high marketing costs. 

Telecommunications, water, electricity rates are also very high in the Philippines compared to the 
rates in other ASEAN countries. The Philippines has shown little infrastructure expansion since 1977. 

In terms of roads, figures indicate that the Philippine has far more meters of road per square 
kilometer than its Asian neighbors. However, there is underinvestment in road construction and 
maintenance and the investments are spread too thinly causing neglect in the weatherizing of the rural road 
network. These investment levels and decision allocations need to be adjusted if the country’s agricultural 
sector is to contribute effectively to the country’s development. There are also needs in the improvement of 


" Fifth PIC conference topic. This section summarizes the PIC discussions on the crucial role of rural infrastructure 
in reducing the marketing and distribution costs of corn and livestock products. Mr. Robert E. Rafloski, former senior staff 
economist of the World Bank and currently a development consultant, delivered the first paper which primarily focused on 
conducting the comparative analysis of the marketing and distribution costs of com and livestock products in the Philippines 
and other developing countries. Or. J. Robert Garrido of the University of the Philippines in Los Banos, presented the second 
paper which evaluated the infrastructure needs of the com and livestock subsector in the Philippines and developed 
alternative approaches to dealing with identified infrastructure requirements. 

“ Robert E. Rafloski, 'Philippine Rural Infrastructure and Options for Reducing Com /Livestock Marketing and 
Distribution Costs: International Comparative Perspective.' 
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the management of infrastructure at the local level through more efficient design, supervision, and 
maintenance practices as well as increased participation of the private sector. 

Several key problems with infrastructure investments in the Philippines were identified: fiscal 
constraints limit the government’s capacity to invest in infrastructure; the public sector’s investment 
program relies heavily on foreign financing; institutional and financial constraints weaken implementation 
and completion of infrastructure programs; infrastructure investments require long gestation periods 
resulting in substantial timelags in their economics impact; and finally, limited quality controls facilitate 
deviations from the performance standards established for project implementation. The impact of loose 
quality controls can be readily observed in the accelerated deterioration of roads and buildings, instances of 
sinking buildings on unstable landfill, in the nonfunctioning water handpumps, and in the enormous losses 
of piped water. 

Increased spending on infrastructure, by itself, will not be sufficient. Complementary investments 
will have to be made in improving management structures, institutional capacity, as well as legal and 
regulatory arrangements. All in all, the comparative analyses by Rafloski demonstrate that the Philippine is 
lagging behind other Asian countries in the provision of infrastructure, to support not only the growth of the 
feed and livestock subsector but the economy, as a whole. This calls for public sector leadership and 
decision-making that place emphasis on the long-term and sustainable growth of the economy. 


Long-Term Recommendations for Reducing the Marketing and Distribution Costs of Corn and Livestock: 

♦ All-weather Roads: Rehabilitate and maintain provincial and barangay roads to all-weather status, 
through major shifts to local government contracting and management as well as private sector 
contracting; 

♦ Port Operations: Develop ports and rationalize operations and administration; this would essentially 
require identification of ports to be devolved to the municipalities, the phase-out of the port authority’s 
levying of charges on private ports, cargo handling rationalization , and competitive bidding for cargo 
handling contracts; and 

♦ Inter-island Shipping: Upgrade interisland shipping services through investment in new facilities, 
deregulated rate structure, and differentiation between passenger and cargo services. 

Source: Rafloski (1993) 


Major solutions to the infrastructure problems of the Philippines such as weatherizing of rural 
roads, decentralization of port operations, and deregulation of interisland shipping will take several years to 
make an impact on the marketing and distribution costs of corn and livestock products. Given this, 
preliminary policy recommendations for the short-term considering the infrastructure inefficiencies in the 
Philippines should include: liberalizing the importation of com to facilitate the growth of the livestock 
subsector, targeting of incentives to attract growers of livestock and feed producers to integrate their 
operations in com producing areas, investment in bulk handling port facilities, concentration of investments 
in com production in a few areas to reduce the cost of infrastructure; and upgrading rural roads in key 
production areas prior to spreading the scarce resources nationwide. 
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Dr. J. Robert Garrido 41 examined the role of infrastructure in supporting the growth of the 
Philippine corn and livestock subsector. His review looked at the infrastructure capacity and needs in key 
areas and concluded that current infrastructure levels are insufficient to support a prosperous feed and 
livestock industry in the Philippines. Increased infrastructure investments will be required to facilitate 
growth in the subsector and will play a pivotal role in reducing transportation costs, improving access to 
markets and services by opening up rural areas, and increasing competition. 

The increasing demand for com as feed and other related downstream activities are crucially 
dependent on sound infrastructure. The high cost of com as an input and existing trade flow patterns in 
the Philippines demonstrate the importance of a reliable road network to reduce the cost of marketing and 
distribution and to facilitate open market operations. Due to the archipelagic nature of the Philippines, 
improved port facilities are crucial to linking the fragmented markets at lower costs. In addition, research 
has shown that telecommunication facilities are highly valued in the marketing activities of the feed and 
livestock subsector. 

Over 70% of com production in the Philippines are concentrated in the Cagayan Valley, Northern 
Mindanao, Central Mindanao, and Southern Mindanao. The com produced in these areas travel by road to 
the ports and are shipped to the milling operations in Cebu and other areas in Metro Manila. This indicates 
that integrated roads and port services are essential to the livelihood of the com farmers and to reducing the 
costs of feed and livestock products. Currently, however, the quality of roads in these com producing 
areas are poor, causing marketing and distribution difficulties, and retarding the prospects of further 
competition in the trucking industry. The absence of good port facilities, including bulk handling services, 
and the highly regulated environment keeps marketing and distribution costs of com and livestock products 
in the Philippines excessively high. 

Improving infrastructure to benefit the 
feed and livestock industries will require: 

► Upgrading the road infrastructure, by 
weatherizing existing roads, not by 
constructing additional roads; 

► Deregulating the shipping rates to promote 
competition, though there will be short- 
term increases in the cost of transportation; and 

► Installing bulk handling facilities at major port areas to reduce waiting time and service tees. - 

Furthermore, the fact that com imported from Thailand into Manila is cheaper than com from 
Mindanao raises efficiency questions. This should prompt policymakers to consider the prospect of 
exporting the surplus com from Mindanao to nearer islands such as those in Indonesia and Malaysia. To 
make this prospect viable, investments in all-weather roads in Mindanao in addition to the bulk handling 


Long-term infrastructure investment strategies must be 
pursued simultaneously with attempts to decrease the 
distances of farm to market transportation, primarily by 
encouraging milling and livestock industries to locate 
closer to the key corn producing areas. 

Source: Garrido (1993) 


41 J. Robert Garrido, "The Philippine Rural Infrastructure and Options for Reducing Com and Livestock Marketing and 
Distribution Costs," University of the Philippines at Los Banos. 
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facilities at the ports of Mindanao will have to be made. Long-term infrastructure investment strategies 
must therefore be pursued simultaneously, with attempts to decrease the distances of farm to market 
transportation, by encouraging milling and livestock industries to locate closer to the key com producing 
areas. Additional studies are likewise recommended to assess the feed consumption patterns in Luzon, the 
Visayas, and Mindanao and to evaluate the merits of a strategy for increasing the feedmilling capacity in 
each of the three major islands of the Philippines. 


Highlights of the Discussion 

Dr. Mahabub Hossain 42 noted the need for Philippine policymakers to be apprised of the longer- 
term and broader implications of the policy measures being proposed for the com and livestock industries. 
More information and analysis may be useful to assess the impact of proposed infrastructure policies on 
agriculture development and poverty alleviation. 

First, analyzing the size distribution of enterprises, the pattern of ownership of land and other 
assets, the sources of input supply and disposal of output, efficiency in the organization of production, and 
other organizational and structural aspects of the com and livestock industries would be critical to 
evaluating the impact of the policy reforms on the welfare of the different socioeconomic groups. 

Second, an evaluation of the marketing channels and marketing efficiency including the costs and 
margin at different points of transactions would be useful in assessing who will bear the burden of the 
reduction in wholesale prices should liberalization be pursued. If the marketing is highly competitive and 
efficient, the traders are not expected to bear any portion of the reduction in wholesale prices. 

Policymakers need to investigate the means of reducing transport, storage, and handling costs; otherwise, 
the reduction in wholesale prices will have to be absorbed fully by the com farmers by accepting lower 
farm gate prices. 

Third, some analysis of the impact of reduction in transport cost on achieving dynamic comparative 
advantage would be relevant. Earlier discussions have shown that the higher cost of com production in the 
Philippines relative to Thailand is due to higher prices of input. If these costs are brought down to the level 
of Thailand, the cost of com production would be reduced significantly. If the transport costs are further 
reduced, the lower labor cost should give the Philippines the comparative advantage in com production over 
the medium- and long-term. 

Both Rafloski and Garrido compared the length of the road per square kilometer of land areas 
across countries. Nonetheless, it is not the quantity of the roads that makes the difference in stimulating, 
rural economic activities and reducing the transport costs. The benefits of roads are derived primarily from 
the ease of transporting the goods through relatively lower cost modes throughout the year, the reduction in 


Dr. Mahabub Hossain, Head of Social Sciences Division, International Rice Research Institute. 
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Table 1. Comparative Position of Road Infrastructure, 1987. 


Country/ 

Regions 


Density of 
paved roads 
(m/100 persons) 

Requirement of 
additional paved 
roads to remove 
regional disparity 
(km) 

Requirement of 
additional paved road 
to bring density 
to Thai standard 
(km) 

Malaysia 


1,895 

- 


- 

Thailand 


588 

- 


- 

Philippines 


360 

2,797 


14,062 

Mindanao 


232 

2,625 


5,023 

Cagayan Valley 


349 

175 


597 

Other areas 


418 

nil 


8,422 

Table 2. Investment requirement for development of rural infrastructure over a five-year period. 

Options 

Additional 

road 

length 

required 

(km) 

Cost of 
construction 1 
(US$ million) 

Cost of Annual 

construction maintenance 

per year cost 1 

(US$ million) (US$ million) 

Annual 
investment 
requirement 
(US$ million) 

Option I: 
Reaching 

Thai 

standard 

14,062 

1125 

225 

32 

248 

Option 2: 
Remove 
Regional 
Disparity 

2,797 

224 

45 

6 

51 


Assumes a construction cost of US$80,000 per kilometer, and maintenance cost of US$2,300 per kilometer 
per year. 

Source: Hossain (1993) 
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travel time, and low transport operating cost. Moreover, it seems to be more appropriate to measure road 
density in relation to the number of people instead of land area. It is the people who are at the center of 
economic activities while land area is simply one of the factors which produce the commodities that need to 
be transacted. 

There are other economic benefits which need to be considered in presenting the case for more 
rural road construction. An IFPRI study on rural infrastructure in Bangladesh showed that the reduction in 
the cost of inputs and the increase in farm gate prices of output constitute only a small portion of the 
benefits from the development of rural infrastructure. The major benefits from increased rural roads that 
accrued to agriculture came from the diffusion of modem technology. The same study also demonstrated 
that the development of infrastructure allowed rural households to realize the potential linkage effects of 
agriculture growth to non-farm activities. 

Finally, if infrastructure were to remain underdeveloped, liberalization of trade will reduce the 
wholesale price of com thus shifting the burden of adjustment to the farmers who will have to offer lower 
farm gate prices in order to compete with imported com. Large-scale organized com farmers will respond 
by diverting their capital resources from com to other more profitable economic activities. Small-scale and 
marginal farmers will find it difficult to adjust. Hence, liberalizing trade without reducing the marketing 
and transport costs through the appropriate infrastructure investments will lead to further deterioration in the 
poverty situation among the Philippine com farmers. The PIC, therefore, should make a strong 
recommendation for the government to allocate adequate resources to develop rural infrastructure in the 
Philippines to bring it at par with its neighboring countries. 

Dr. Thomas G. Aquino 43 encouraged the adoption of a pragmatic approach to improving the 
livelihood of com and livestock producers. One of the first points of focus should be farm gate prices. 
Primarily, infrastructure investment will make a difference when improvements are targeted to link the best 
key production areas to locations of low cost inputs. Marketing and distribution costs are excessively high 
as documented by the conference papers presented and consequently, offsetting mechanisms need to be 
found. The archipelagic nature of the Philippines, which requires both sea and water transportation, offers 
an inherent disadvantage over countries like Thailand and Peninsular Malaysia where a unimodal transport 
mode will suffice. However, this should not overwhelm the Philippines policymakers. It is a reality to 
contend with and measures to offset this geographic disadvantage have to be formulated and implemented. 
As far as livestock expansion is concerned, the recommendation that projects be located as close as possible 
to com producing areas merits serious consideration. 

That the com and livestock subsector needs more efficient infrastructure certainly requires no 
further justification. Both the com and livestock industries are pivotal to the countryside development being 
pursued by the government. In terms of government incentives for reducing the inefficiencies in the com 
and livestock subsector, several principles are applicable given the financial constraints confronting the 
public sector. Primarily, preferences will be given to start-up over expansion on the thinking that those 
already established would have better means of continuing expansion on their own. Second, if a project is 
multi-phased, then only the first phase will be provided incentives. Third, due to the pressures for more 
employment generation, another policy will be to offer incentives to small and medium-sized enterprises; 


43 


Dr. Thomas G. Aquino, Governor, Board of Investments (BOI). 
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smallholder livestock producers involved in beef, hogs, and genetic materials would most likely quality. 
Fourth, Build-Operate-Transfer (BOT) and Build-Lease-Transfer (BLT) mechanisms will be encouraged and 
used to spur more agro-industrial investments. 

Dr. Arsenio S. Balisacan 44 noted the benefits of an international comparative perspective to 
highlight the extent of infrastructure underprovision in the Philippines. However, economic, institutional, 
and geographic differences among the countries being compared should be provided to derive more 
meaningful conclusions from the policy discussions. 

A number of empirical and policy issues will have to be addressed in addition to the issues already 
discussed by the PIC conference papers. The first relates to the efficiency argument for rural infrastructure 
projects, will the economic efficiency gains be greater if this amount were allotted to rural instead of urban 
roads? Unfortunately, conventional and static cost-benefit calculations that simply account for the economic 
value of travel time and out-of-pocket costs of commuting saved will justify very few rural road projects. 

The second issue is still related to the first. Are there dynamic, longer-term efficiency gains from 
rural infrastructure projects? Conventional and static cost-benefit calculations should incorporate these 
gains, if they exist. Both papers argue that they exist in various forms--increases in yield, reduction in 
price spreads (i.e., transaction costs, improved market coordination, adoption of improved technology, 
capital inflow into agriculture, etc.) However, most of the so-called evidences presented in the papers are 
anecdotal. Dynamic gains from rural infrastructure will show up largely in the expansion of rural nonfarm 
activities. This expansion will be triggered by increases in agricultural productivity and incomes. The 
point is that one must go beyond characterizing the production linkages of rural infrastructure development 
to include the rural nonfarm economy. This type of an analysis will pave the way for higher probabilities 
of success in funding rural infrastructure projects while balancing stakeholders’ interests with ideas in the 
political arena. 

The third issue concerns the need to define the appropriate role of government in prioritizing and 
implementing infrastructure development. In general, public coordination and facilitation of infrastructure 
is an important priority. But the principles of public finance that can be brought to bear on this issue 
should be defined and articulated. 

The final issue concerns the financing of infrastructure development programs. How would the 
resources for rural infrastructure development be raised? The Build-Operate-Transfer (BOT) is a very 
predominant financing scheme, but is it the most efficient? Are user charges for rural infrastructure 
feasible? Is so, how can these be designed? The implication of the Local Government Code on the 
financing and maintenance of rural infrastructure should be carefully spelled out. 

Mr. Augusto L. de Leon 45 underscored the importance of providing comparative data on 
infrastructure to facilitate policy analysis and decision making. The comparative cost data from Thailand, 
for example, underscored the serious challenge confronting the Philippines. Additional cost estimates for 


Or. Arsenio S. Balisacan. Associate Professor, University of the Philippines, School of Economics. 

Mr. Augusto L. de Leon, former President of Republic Flours Mills and the Philippine Feedmillers Association. 
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irrigation, electrification, and telecommunication would be useful to fully gauge the extent of the financing 
required to upgrade rural infrastructure in the Philippines. In the case of Thailand, they have extensive 
waterways for use as part of the agricultural transport system complementing the road system. The 
contribution and incremental value of this type of infrastructure should also be measured to evaluate its 
relevance to the Philippines. Furthermore, a systems map of the main com producing areas should be 
prepared to illustrate clearly to the policymakers where the infrastructure gaps currently exist. 

It has been recommended by both Rafloski and Garrido that feedmills be transferred as close as 
possible to the com production areas. It should be emphasized, however, that the location of feedmills is 
governed by the economics of existing infrastructure costs. As the infrastructure and transport cost 
configuration change, so will the economics of plant location. At present, it is more economical to locate 
the feedmills nearest the area of livestock production with volume dictating the area of coverage. 
Recommendations that distort the logic of economics, i.e., forcing the location of feedmills near the com 
areas when it is not the feasible plant location should be carefully reevaluated. In addition, the provision of 
artificial incentives, such as subsidies, to establish feedmills in designated areas is no different from direct 
government intervention in trade which we are trying to eliminate by promoting trade liberalization. 

The more preferred approach should be to influence the location of feedmills by channeling public 
investment to infrastructure and altering the cost of internal trade such that private investments flow to the 
rural areas. Domestic trade policies that restrict the movement of goods from one part of the country to 
another will simply exacerbate the cost and physical constraints of doing business outside the Metro Manila 
areas. 


Mr. Raul Montemayor 44 observed that the PIC discussions seem to have overlooked the huge 
post-harvest losses that occur at the farm level and the potential role of farmers and their organizations in 
reducing unit selling prices to eventual com end-users. Research studies indicate that from 20 % to 30 % 
of gross production is lost, at or near the farms. Premature harvesting results in immature grains that 
deteriorate rapidly. Improper shelling in turn leads to grain breakage and a high level of impurities. 
Overloading of sacks and poor handling practices cause spillage and breakage losses. Improper or late 
drying leads to grain fermentation and serious aflatoxin contamination. Finally, poor storage exposes newly 
harvested grains to the elements, resulting in further deterioration, spillage, and pest infestation. 

Given the magnitude and widespread impact of these losses, an effective post-harvest facility and 
technology development program will contribute significantly to increasing farmers’ incomes, making local 
com more competitive, and ensuring the adequate supply of feed grains. Since most of the facilities and 
technologies that need to be adopted will be too complicated, expensive, or uneconomical for the individual 
farmers to handle, the development of strong farmer organizations into viable economic units will also have 
to be pursued and encouraged. Furthermore, these policy measures and programs will need to be 
complemented by market development strategies and reforms that would provide sufficient economic 
incentives to invest in post-harvest facilities. 

The PIC discussions, so far, have provided two major options for reducing marketing and 
distribution costs. The major and overriding recommendations is to invest heavily in expanding and 


Mr. Raul Monte mayor. Business Manager of the Federation of Free Farmers Cooperatives. Inc. (FFFCtl. 
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improving the roads, bridges, ports, and other 
infrastructure that are used in transferring corn 
from the production areas to the consumption 
points. The other suggestion is to relocate 
processing activities, particularly feedmilling, 
nearer the com production areas. That this has 
not been done on an appreciable scale by large 
feedmilling companies seems surprising. 

Intuitively, shipping processed feeds instead of raw 
corn to Manila should be more cost-effective and 
efficient. Informal talks with industry players 
suggest, however, that major difficulties and costs 
are incurred in shipping other feed inputs such as 
soya meal and fish meal that are not available in 
the com producing areas of Mindanao. This tends 
to offset whatever savings are generated from 
locating plants in Mindanao. This would also 
explain why com starch and com milling 
companies, who use very limited inputs aside from 
com, have comparatively been more aggressive in 
relocating to Mindanao. 

The proposal to draw processing activities 
closer to the production areas, therefore, must of 
necessity be complemented by investments in 
infrastructure in general, and port handling and 
shipping systems, in particular. Simultaneously, 
studies should be pursued to find ways of reducing 
the cost of other feed inputs, specifically those that are imported and cannot be grown locally in sufficient 
quantities. 

The options of improving infrastructure and dispersing processing to the production sites, however, 
generally work on the assumption that the demand for meat products will remain essentially concentrated in 
major urban centers like Cebu and Metro Manila. Macro and micro policies could and should be adopted 
to purposely refocus the generation and distribution of incomes and wealth to areas outside of Cebu and 
Metro Manila. This, in the long-run, is what will create new, larger, and potentially more dynamic pockets 
of demand in the rural areas that will induce the transfer not only of feedmilling but eventually, also 
livestock raising and meat processing activities, nearer the com producing regions. 


"The lesson to be learned therefore is that 
there is no [such thing as a ] free hinch. For every 
decision to cement a road in Manila and 
consequently postpone the repair of a bridge in 
Mindanao, there will be a social and economic price 
to pay. And it is only fair that those who benefit 
most from such decisions be asked to pay for their 
corresponding share of the cost. Otherwise, there 
will be no incentive for the farmers to increase their 
production or lower their cost; inequity only breeds 
inefficiency... 

From this perspective, it will perhaps be 
easier to comprehend the seemingly unreasonable 
opposition of farmer groups to trade 
liberalization. ..This is not to say, however, that the 
situation is ideal, nor that things should be allowed 
to remain as they are. Clearly, major reforms have 
to be undertaken with respect to infrastructure and 
other critical areas. What is equally evident, 
however, is that these corrective measure must be 
pursued whether or not trade liberalization takes 
place, if only because the farmers, who compose the 
majority of Filipinos deserve their rightful share of 
progress." 

Source: Montemayor (1993) 
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Notes From The Open Forum 47 

a There is a need to enhance competition in general, not just in the subsector. Analysis must be made not 

only for com but also for the other sectors. Moreover, analysis should not be confined to rural roads 
and shipping infrastructure. Driers and other post-harvest facilities, security (peace and order problem), 
and other related issues should be given attention; 

a Strict internal rate of return calculations (IRR) will not justify rural infrastructure investment. Although 

the cost of infrastructure development may overshadow its benefits, there is a need to consider other 
indirect benefits that may arise, such as an increase in employment and income; 

a Road developments are best targeted to key growth areas. Pure efficiency arguments for rural 

infrastructure show why rural road projects often lose to urban projects; 

a Identification of production and consumption linkages will help policy-making; 

a Irrigation system improvement will spur production gains, in combination with the diffusion of 

technology; 

a A comparative analysis of arrastre (processing) costs and the losses would further illustrate the 

constraints in the Philippines; 

a Identifying the cost of infrastructure investment will help focus action towards 100% all-weather roads; 

and 

a Trade liberalization is contingent on the development of infrastructure because support services are 

required to foster competitiveness. 

Source: PIC Main Conference Open Forum 
13 May 1993 


47 These notes aim to raise to the attention of the policymakers, the critical infrastructure issues affecting the com 
and livestocks subsector. The comments and questions identified here go beyond the technical clarifications on the 
conference papers presented by Mr. Rafloski and Dr. Garrido. 
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RECOMMENDATIONS ON MACRO POLICY AND TRADE 48 


GOAL: INCREASE INCOME LEVELS FOR RURAL POPULATION 

OBJECTIVES: • Poverty alleviation for the rural population 

• Rapid and sustainable growth of national income 

• Regional dispersal of industries, especially to rural areas 

POLICY REFORM 

ACTION 

SUPPORTING 

PROGRAMS 

AGENCY 

Continue to open the 
economy to make the 
country competitive: 

• remove foreign trade 
restrictions 

• depreciate the 
exchange rate 

Move from QRs to 
tariffs, contingent on 
government provision 
of support services to 
com producers 

Amend the Magna 

Carta for Small 
Farmers, concerning 
prohibition of food 
imports 

5 year gradual shift 
from 100% to 20% 
tariff rate 

TC 

NEDA 

BOC 

DA 

DPWH 

DAR 

Congress 

Lower interest rates and 
increase credit supply to 
the rural population 

Continue financial 
deregulation 

Liberalize entry into 
rural banking and 
branching 

Encourage 
transformation of 
rural-based credit 
cooperatives into 
banks 

CBP 

CDA 

Reduce Government 
deficit 

Improve Government 
revenue collection, 
especially tax 
administration 


DOF 

BIR 


I 

I 

I 


“ Report from the workshop proceedings during Policy Impact Conference (PIC) in Puerto Azul, Cavite, 
Philippines, May 14, 1993. 
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POLICY REFORM 

ACTION 

SUPPORTING 

AGENCY 



PROGRAM 


Reorient Government 

Increase tax base for 

Decentralize authority 

LGUs 

expenditures to rural areas 

local governments 

through 


and prepare small farmers 


implementation of 


for eventual competition 
from foreign countries 

Match local 
government rural 
infrastructure 
expenditure with 
national Government 
funds 

LGC 

LGUs 
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RECOMMENDATIONS ON CORN/FEED PRODUCTION AND TECHNOLOGY 49 


GOAL: INCREASE THE REAL INCOME OF CORN FARMERS 

OBJECTIVES: Rapid sustained growth of com/feed/livestock subsector, with broad participation 

of com farmers 50 



POLICY REFORM 

ACTION 

SUPPORTING 

PROGRAMS 

AGENCY 

Increase support for com 

Increase public 

Increase public 

DA 

research and extension 

investment in com 

investment 

PCARRD 


research 

Encourage the 

IPB/RBSs 

SCUs 


Reorganize com & 

foundation and 



livestock research 

multiplication of 



system to increase the 

seeds through Univ. 

DA 


capacity for adaptive 

and extension stations 



research 

Pilot projects for 



Encourage the 

post-harvest 

DA 


diffusion of 

technology, & mixed 



technology 

farming with 
livestock 



48 Report from the workshop proceedings during Policy Impact Conference (PIC) in Puerto Azul, Cavite, 
Philippines, May 14, 1993. 

“ Based on the following assumptions: 1 ) expanded rural infrastructure will be undertaken, 2) Philippine peso 

will stay at the equilibrium level, 3) inflation and interest rates will be stable and low, and 4) unduly restrictive 
interpretation of the Magna Carta for Small Farmers will be avoided. 
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POLICY REFORM 


ACTION 


. 


Stabilize the price of com 

Strengthen the 
marketing function of 
farmer organizations 
to eventually replace 
the commercial 
operations of the 

NFA 


Replace QRs with 
fixed tariffs 


Normalize the tariff 
on wheat with respect 
to com tariff 

Increase assistance to 

LG Us to ensure effective 
linkage between research 
efforts and the farmers 

Allocate funds to 
evaluate extension 
requirements and 
develop extension 
strategies 

Strengthen independent 
fanner organizations 

Encourage true 
cooperative 
development, i.e. 
move away from 
strategy of treating 
farmer organizations 
as conduits for 
government programs 

Improve access of farmers 
to credit 

Continue financial 
deregulation 

Eliminate all remaining 
duties on fertilizers 

Remove 5 % tariff on 
phosphatic fertilizers 


SUPPORTING 

PROGRAMS 

AGENCY 

Restructuring, moving 

DA 

towards privatization 

CDA 


DA 


NEDA 


TC 

Monitoring and 

DILG 

evaluation of 

DA 

conditions, needs and 

LGUs 

use by farmers 


Local-based seed 

CDA 

companies and 

Cooperative 

cooperatives 

Federations 

Encourage 

DA 

cooperative 

CBP 

development of 


banking services 



DA 


DOF 


NEDA 


TC 
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POLICY REFORM 

ACTION 

SUPPORTING 

PROGRAMS 

AGENCY 

Support the passage of a 
plant variety protection act 

Recommend to 

Congress a draft 
legislation that will 
include the protection 
of propriety com 
research 

Investment in com 
research 

DA 

Utilize revenues tariffs on 
pesticides to fund an 
expanded IPM program 

Legislative action 

Investment in IPM 
technology 

DA 

Congress 
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RECOMMENDATIONS ON SMALLHOLDER LIVESTOCK INDUSTRY 51 


GOAL: IMPROVED QUALITY OF LIVE FOR URBAN AND RURAL 

POPULATION 


OBJECTIVES: • Increase farm incomes to alleviate poverty corn fanner 

• Make he subsector internationally competitive 

• Provide reasonable priced meat products to 62m consumers 


POLICY REFORM 

ACTION 

SUPPORTING 

PROGRAMS 

AGENCIES 

INVOLVED 

Conversion of Qrs on 

Shift from QRs to 

5 year transition from 

TC 

meat imports to 

phased reduction in 

100% to 20% tariff 

NEDA 

equivalent tariff 

tariffs 

rate 

BOC 

protection levels in 



DA 

1995, to be phased 



DPWH 

down in 5 years 



DAR 

Conversion of QRs on 

Shift from QRs to 

5 year transition from 

TC 

com import to 

phased reduction in 

100% to 20% tariff 

NEDA 

equivalent tariff 

tariffs 

rate 

BOC 

protection levels in 



DA 

1995, to be phased 



DPWH 

down in 5 years 



DAR 


Reduction of tariffs on Reduced costs on DA 

inputs to livestock packaging materials, FRLD 

marketing processing and Private Sector 

production equipment, 
veterinary products, 
cattle breeders, and 
transport vehicles and 
spare parts 

Removal of bottlenecks Strengthen management Decentralization and CDA 

in the com/livestock and organization skills deregulation DA 

marketing system Private Sector 


I 

I 

I 


n Report from the workshop proceedings during Policy Impact Conference (PfC) in Puerto Azul, Cavite, 
Philippines, May 14, 1993. 
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RECOMMENDATIONS ON INFRASTRUCTURE 52 


GOAL: 

INCREASE THE REAL INCOME OF RURAL POPULATION 

OBJECTIVES: 

• Alleviate poverty 




• Increase opportunities for employment 

• Increase agricultural activity 



• Increase income levels 



POLICY REFORM 

ACTION 

SUPPORTING 

AGENCIES 



PROGRAMS 

INVOLVED 

Reallocate public 

Investment in rural: 

Target areas: Lanao 

NEDA 

services investment 

roads, irrigation, 

Del Sur, Cagayan 

DPWH 

funds 

electricity and 

Valley, South Cotabato, 

DOF 


telecommunication 

Bukidnon 

LGUs 

Deregulation of 

Deregulation of ports, 

Focus regulation on 

DOST 

transport industry 

shipping and land 

safety and provision of 



transportation 

adequate competition 
for ports and shipping 


Provide assistance to 

Assist LGUs to plan, 

Decentralize 

NEDA 

LGUs 

contract and supervise 

administration of 

DPWH 


public works 

infrastructure 

investment 


User charges to 

Establish sustainable 

National O&M 

LGUs 

recover cost of O&M 

cost recovery system 

guidelines 

DOST 

of rural infrastructure 



DOF 

DPWH 


B Report from the workshop proceedings during Policy Impact Conference (PIC) in Puerto Azul, Cavite, 

Philippines, May 14, 1993. 
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Note * From The Public Meeting Open Forum 


KEY ISSUES RAISED DURING THE PUBLIC MEETING OPEN FORUM 53 

♦ Concern was raised regarding the disappearance of watersheds because of rampant illegal logging. Thus, it 
was proposed that the DENR be involved in the proposals to protect the watersheds which are vital to 
irrigation. 

♦ The adoption of Israel techniques as a model for local irrigation systems was recommend. 

♦ Farm machineries should be imported duty-free. 

♦ There is a need to highlights the fact that 45% of actual produce is wasted because of production and 
marketing losses. If this problem is resolved, there will be no need to import, since 40% of a 4 million MT 
harvest is equal to 200,000 MT, roughly equivalent to imports in 1992. 

♦ A bulk handling system can be set in place through a 30%-70% sharing of investments by the private sector 
and the government. Investments on farm silos, trucks and shellers should come mostly from the private 
sector. 

♦ International vessels must be allowed to augment the services being given by the local shipping companies. 
However, the NFA claims that there is no need for additional vessels to service the routes. The problem 
rests in the length of time it takes to load a vessel - 7 days. With bulk handling, the time can be reduced to 
24 to 30 hours, thus resulting in more turnaround. 

♦ There was clarification regarding the proposal to disallow the use of cooperatives as conduits for 
government programs. Granting that there are so-called fly-by-night cooperatives, not all cooperatives 
belong to this class, and this must be emphasized. 

♦ The Magna Carta for Small Farmers includes provisions for incentives and infrastructure, aside from the 
protection being given by then QRs. However, the law has not yet been implemented in the absence of the 
implementing rules and regulations (IRR). Therefore, the effectiveness of the law should only be evaluated 
after it has been implemented, instead of amending it now. Moreover, what is the assurance that 
infrastructure support will be in place if the QRs are removed at once? Are there verifiable indicators to 
measure the accomplishment of the infrastructure plans? 

♦ If the QRs are ever removed, there must be a massive information campaign to alert fanners on when and 
how the liberalization is will affect them. 

♦ Import liberalization is good, but not to the detriment of the farmers, given the subsidies provided by other 
countries to their own farmers. 

♦ "Can Congress prioritize the infrastructure budget?" It was pointed out that, in the case of the NIA budget, 
actual cash allocation amounted to only 40% of the approved budget. Other problems involved local 
concerns such as communal irrigation, the funding of which are responsibilities of LGUs. Thus, items 
being proposed must be given special allocation. 


63 These notes were taken during the PIC Public Meeting Open Forum held last May 18, 1993 at the EDSA Plaza 
Shangri-La. 


54 



The PhSppine Feed/Uvestock Subsector-Leading Edge of Rural Development in the Next Decade 


PHILIPPINE CORN AND LIVESTOCK: STRATEGIC 
THRUSTS AND DIRECTIONS IN THE MEDIUM-TERM 54 

by 

Roberto S. Sebastian 
Secretary of Agriculture 


Tonight marks another milestone in the Philippine Government’s continuing quest to promote the 
sustained growth of the agricultural sector. I must congratulate the organizers of this Policy Impact 
Conference, for bringing together prominent policy-makers, local and international policy researchers, 
entrepreneurs with agribusiness expertise, and farmer-leaders who aim to forge a consensus on how the 
com and livestock subsector of the Philippines can better achieve broad-based and sustainable growth. 

As the conference progresses, I have no doubt that many of you will wrestle with the difficulties of 
reconciling the conflicting agenda and concerns of the various groups comprising the com and livestock 
subsector. I foresee that there would be intense discussions on which policy reforms need to be pursued 
and how each of these reforms could contribute to the domestic and international competitiveness of the 
com and livestock industries. I am confident that your recommendations will truly reflect your commitment 
to ensure the stable growth of the com and livestock subsector and Philippine agriculture in general. 

As I open this four-day conference, please allow me to brief you on the Department of Agriculture’s 
strategic thrusts and directions for the com and livestock subsector, the programs that are being formulated 
and implemented, and the constraints that must be confronted. 

Primarily, we believe in the importance of the com and livestock subsector as one of the major engines 
of agricultural growth. In fact, under our recently launched Medium-Term Agricultural Development Plan, 
we expect that the hog and poultry industries could provide new export winners by 1998. The com and 
livestock subsector in the Philippines is a large and vital part of agriculture. It constitutes a little more than 
a fifth of gross value-added (GVA) in agriculture, with com making up 9% and livestock 1 1 % of 
agricultural GVA in the 1990. The two are also the most dynamic performers of the agricultural sector. 
While real GVA of agriculture grew at only about 3% during the 1980s, real GVAs in com and livestock 
increased at an average rate of 5 %. Furthermore, through the years about half of the growth in the 
Philippine agricultural sector has been accounted for by the growth of the com and livestock subsector. 

Under our Medium-Term Agricultural Development Plan, the Department of Agriculture is committed 
to pursue the twin goals of global competitiveness and people empowerment. Shifts in the international 
market demand and supply suggest that global competitiveness would be crucial to achieving stable growth 


64 Opening address delivered by Secretary Sebastian of the Department of Agriculture at the PIC main conference held 
at Puerto Azul, Cavite from May 11 to 14, 1993. 
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due to increasing domestic demand. Such a scenario, at least in the ASEAN market, is a clear indication 
that the future for the Philippines to produce and export com at competitive prices is rosy and bullish. 

We believe that the key to achieving global competitiveness in com lies in the government’s ability to 
encourage increased farm productivity in areas with comparative advantage. This is why the Department of 
Agriculture is implementing beginning this year the Grains Production Enhancement Program (GPEP), 
which aims to achieve increased production of rice and com — the country’s two most important cereals — 
in the best 1.9 million hectares identified as Key Grain Areas (KGAs). 

In implementing GPEP, along with the other programs under our medium-term plan, we are adopting 
the Key Production Area (KPA) approach, where we have identified the best areas suited for the 
increased and cost-efficient production of rice and com, cash and commercial crops, livestock and fisheries. 
In determining a KPA, we took into consideration the area’s comparative advantages as to soil 
characteristics, climate, accessibility to markets, and infrastructures, notably irrigation. The identified 
KPAs all over the country will receive priority in terms of public investments particularly in infrastructures 
to fully tap the areas’ respective potentials with regard to productivity and cost-efficiency. 

For com, we are aiming to develop a total of 700,000 hectares that would be producing an average of 
10 tons per hectare per year, totalling seven million tons by 1998. We project that this volume is more 
than enough to meet the demand of the country’s swine and poultry industry at that time. Likewise, once 
farmers achieve a 10-tonner yield, we believe that price would no longer be an issue as they would be 
earning at least 75 % more income per hectare than they are now receiving at current yields. 

Increased incomes, however, would be more meaningful and long-lasting if the farmers and fishermen 
are given a stake in development, meaning people empowerment. We believe that the fruits of greater 
agricultural productivity should be more equitably shared among the rural population. We need to improve 
the plight of the small Filipino fanners and fishermen, and guide them to the path that would allow them to 
realize their dream for higher incomes and better standards of living. To do this, fanners’ groups must be 
strengthened to enable them to become active participants in every aspect of development. 

For instance, we aim to address these distributional or equity issues in the GPEP through the 
infrastructure and technology support component. On the marketing and distribution aspects of com, the 
DA supports the gradual take-over by qualified federations of farmers’ cooperatives of the National Food 
Authority facilities to enable them to procure, process and distribute the com themselves to end-users. 

Complementing the GPEP, we are also implementing under the medium-term plan a Livestock 
Development Program aimed at further boosting the sector, which contributes about 20 % of agricultural 
GVA and has grown at an average of 5.8% per annum over the last decade. 

Among the targets of this five-year program include augmenting the dwindling animal population by 
1998 to 3 million for cattle; 2.5 million, carabaos; 3.4 million, goats and sheep; 10.8 million, hogs; and 
more than 100 million heads of poultry. 

Attaining these targets will require three major tasks. First, the breeder base must be expanded, 
especially in the case of cattle. This will be done by importing high quality beef and dairy cattle for 
breeding in order to improve the quality and productivity of the domestic herd. At the same time, research 
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will be stepped up to develop cattle breeds suitable to Philippine conditions. Artificial breeding and embryo 
transfer technology projects will be strengthened. 

Since breeding has a long gestation period, feeder cattle for fattening will also be brought in to provide 
smallholders with an alternative source of income while cash flows from their breeding operations have yet 
to come. The principal strategy in this regard will be the establishment of nucleus farms in the Key 
Livestock Development Areas or KLDAs. Selected government stock farms will also be developed to serve 
as sources of quality stock and demonstration centers. 

The second major task is to strengthen production support systems. This involves ensuring the 
availability of a steady supply of animal feed. For cattle and carabaos, this means intensifying forage and 
pasture development. For poultry and swine, it means ensuring that enough com is available at competitive 
prices. Other support services which will be strengthened are animal health services technology 
development and dissemination, and credit schemes tailored for livestock and poultry enterprises. 

The third task is to develop post-production and marketing systems. The private sector and farmers’ 
cooperatives will be encouraged to invest in meat and dairy processing and marketing facilities. The DA 
will also undertake market- matching activities in order to link producers with buyers and users of meat and 
dairy products. It will review trade and tariff policies to make these supportive of livestock and poultry 
industry initiatives. 

To achieve the goals of global competitiveness and people empowerment, the Department believes in the 
need to provide a policy and market environment that is conducive to private sector initiatives and broad- 
based growth in the com and livestock subsector. Towards this end, we are prepared to push for policy 
reforms that would help direct more public investments and infrastructure to the agricultural sector with the 
objective of supporting the projected increases in farm productivity. Similarly, the Department will actively 
pursue policy reforms that would provide incentives to agricultural enterprises for engaging in post- 
production harvesting, processing and marketing. A key policy thrust of the DA is to promote the creation 
of viable farmers’ organizations and increase their access to credit, marketing and production facilities and 
resources. 

We believe that there are constraints and threats to the growth of the com and livestock subsector that 
must be addressed squarely by the government if the goals of global competitiveness and people 
empowerment are to be met. We have identified so far four major constraints or stumbling blocks that 
hinder the transformation of the com and livestock into a more dominant, dynamic and robust subsector. 

The first constraint is macroeconomic instability. Inflation in the Philippines has averaged 14.3% 
during the past decade while interest rates have been consistently risen. While rates have been on the 
downtrend, it is imperative that these should be kept at low and affordable levels. The instability over the 
past 10 years, however, still lingers resulting in increased producer uncertainty and the cost of borrowing. 
Worse, since 1990 the Philippine economy has been in a mild recession with weak recoveries eroded by 
natural calamities and disasters. A much stronger economic recovery is necessary to trigger enhanced 
demands for meat and other livestock products and consequently, com. Furthermore, if exports are to be 
encouraged, the previous policy of maintaining an overvalued peso needs to be reviewed to reduce 
disincentives for and biases against the agricultural sector. 
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High and unstable corn prices will dampen the growth of the Philippine livestock industry. High prices 
for com, a critical feed ingredient particularly for hogs and chicken, raise the prices of pork and chicken 
meat consequently pulling down the demand for and investment in these livestock products. Moreover, 
instability in com prices effectively discourages private sector investment in the livestock industry. 

We aim to solve this problem with the efficient and effective implementation of the GPEP, whereby 
farmers in Key Grain Areas will be encouraged to adopt programmed, year-round planting and harvesting. 
With the necessary infrastructures in place, particularly irrigation, I do not see why we could not produce 
at least five croppings of com every two years. When this is realized, foreign and local investors would 
then seriously consider coming into the inter-island shipping industry triggered by the regularity of com 
harvests. 

With the above solution, the third problem of prohibitive cost of marketing and distributing com within 
the country could likewise be solved. Right now, however, high transport and marketing costs hamper 
efforts to promote the growth of the subsector. Another related problem is our poorly maintained rural 
road system or farm-to-market roads. Under the medium term plan, however, we will seek to address this 
by coordinating our KPAs with those of the plans of the DPWH and Local Governments with regard to 
where to put the needed farm-to-market roads. In addition, the DA has been pushing for the speedy 
implementation of the recommendations of the Presidential Task Force on Inter-Island Shipping. These 
include demonopolizing port cargo handling services, rationalizing cargo handling rates, reducing the cost 
of vessel acquisition and operation, reducing fuel cost, and revising private port policy. 

Finally, the severe energy shortages in the country particularly in Luzon result in the increased costs of 
storing meat and the decreased supply of frozen meat, both factors significantly contributing to the 
dampening of demand for livestock products on a liveweight basis. Attempts to pass on the burden of 
investing in electric generators to consumers reduce the final demand for meat, due to the higher prices that 
must be bome by the consumers. 

We believe that the attempt to attain growth through global competitiveness and people empowerment in 
the com and livestock subsector will have to be supplemented by a liberal trade regime, not only here in the 
Philippines and the ASEAN, but more importantly in western and industrialized countries. We all know that 
these countries have provided huge subsidies and trade barriers to protect their own grains, livestock and 
dairy industries, among others. 

We believe in free trade, as long as we are on equal footing with our foreign competitors. In the 
meantime, we need to pursue massively the provision of needed public investments in infrastructures, not 
only serving the com and livestock subsector but as well as the entire agriculture sector. 

Currently, we are studying several options to minimize costs of transporting and distributing com from 
production areas to consumption centers. We will appreciate inputs from you in this regard during your 
four-day conference. 

As we scan the global environment, we recognize that we need to act now, or forever lose our chance 
to surge into the international marketplace for our com and livestock products. The deadline that we have 
imposed on ourselves is two years! 
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Hopefully, by then, the needed transport infrastructure and post-harvest facilities have been in place. 
Moreover, the agri-subsidies and trade barriers of other developed countries shall have been withdrawn and 
dismantled. Then, we can truly say that we are well on the road to achieving dynamic and sustained 
growth in com and livestock industries and transforming them into export-oriented and outward-looking 
subsectors. 

More importantly, however, we are urging you to help us implement our medium-term plan and thus 
attain our goals of producing major farm and fishery products by 1998. In the process, we also hope to 
create a critical mass of Filipinos who would be willing to sacrifice their personal interests in pursuit of 
our vision of prosperous, agri-industrialized countryside. We are convinced that the agriculture sector will 
be in the forefront toward our quest for NIC-hood by the turn of the century. 

In the words of President Ramos: "Philippines 2000 is not only about industrializing the country. The 
beginning of our vision for a more productive country is through balanced agri-industrialization and the 
upgrading and modernization of agriculture. " 

On this note, I sincerely hope this Conference would be able to assist the Department of Agriculture in 
spelling out more clearly the policy reforms and specific programs that would enable us to realize our 
Philippines 2000 vision for the majority of the Filipino people, specifically our clientele — the small farmers 
and fishermen. 
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RECENT POLICY DEVELOPMENTS IN THE 
FEED AND LIVESTOCK 
SUBSECTOR: THE TASKS AHEAD 55 

by 

Ramon L. Claret e 


Last February 27, 1993, the Government of the Philippines (GOP) issued Memorandum Order (MO) 

No. 95 which reinstituted a set of quantitative import restrictions (QRs) for com, com substitutes, livestock, 
meat, and meat products. 

MO 95 was issued by the GOP to uphold a provision in the Magna Carta for Small Farmers which 
prohibited the importation of agricultural products produced domestically in sufficient quantities. The 
implication of this move on the feed and livestock sector has to be fully determined as the Department of 
Agriculture, Central Bank of the Philippines, and the Bureau of Customs work to finalize the implementing 
mechanism for MO 95. 

CB CIRCULAR NO. 1356 AND EO 8 

The changes embodied in MO 95 superseded Central Bank Circular (CBC) No. 1356, earlier issued in 
September 1992, to lift QRs on selected agricultural items which included com, hogs and poultry, and meat 
products. To avert what would have been drastic adjustments in the farming sector due to this proposed 
liberalization through the lifting of QRs, the GOP temporarily increased the tariff rates on the liberalized 
imported products under Executive Order 8 (EO 8). Under EO 8, for example, the tariff rate on imported 
com would have been increased to 75 percent from 20 percent, to reflect the premium implied by the QRs. 
However, these transitory high tariffs, would be scaled down to the final tariff rates specified in the Tariff 
Code of the Philippines, within a given time frame that ranged from two to three years. 

These policy reforms proposed under CBC 1356 and EO 8 could not have come at a worse time for the 
com and livestock subsector. First, the world prices for com and wheat for feed purposes were unusually 
low. When EO 8 was designed, the price of com landed in Manila was about US $150 per metric ton. By 
the third quarter of 1992, the price had gone down to about US $100 per metric ton. Compounding the 
problem of low world prices for com was the extensive damage of wheat in Canada which threatened to 
contribute to the further decline in the world prices of com. 

Second, the Philippine currency had appreciated from about P26 to close to P24.50 per US dollar. 

This appreciation was the combined result of the liberalization of foreign exchange regulations, high 


“ Speech delivered by Dr. Ramon L. Clarete, Policy Team Leader of the Philippine Agribusiness System Assistance 
Program, last May 12, 1993 during the opening session of the PIC main conference. 
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domestic interest rates, and the economic recession which dampened imports. The liberalization of foreign 
exchange regulations encouraged capital inflows to avail of the relatively higher rate of return to money in 
the country made imported com even cheaper. 

Both these developments raised important questions on whether the seventy five percent transitory tariff 
rate prescribed under EO 8 was appropriate. The view of the Department of Agriculture then was that it 
was not and therefore, DA suggested either a postponement of the import liberalization program for com or 
the imposition of a higher tariff rate equal to at least 100 percent. 


Chronology of Policy Developments in the Corn and Livestock Subsector 


Date 

Legislation 

Policy Implication 

♦ July 1992 

Executive Order 8 

Restructured rates on import duties for selected 
agricultural products, including corn, corn 
substitutes, hogs and poultry, and meat 
products. 

♦ September 
1992 

Central Bank Circular 

1356 (CBC) 

Approved implementation of EO 8 through 
lifting of QRs. Identified list of commodities 
whose importation no longer required prior 
government approval. 

♦ February 

1993 

Memorandum Order 95 

Nullified CBC 1356 in support of the Magna 
Carta for Small Farmers. 

♦ February 

1993 

Executive Order 61 

Modified the tariff rates approved under EO 8. 


REGIONAL CONSULTATIONS: CORN AND LIVESTOCK PRICING POLICIES 

Given these developments, policy discussions on the import liberalization of farm products became 
critical. The series of regional and national policy consultations organized by the Department of 
Agriculture earlier this year provided the important venues for conducting the policy dialogues on com and 
livestock pricing. 

The Department of Agriculture sponsored a series of regional policy consultations and a national policy 
consultation on EO 8 and CBC 1356 as they affected the com, hogs, and poultry industries. These regional 
consultations on com and livestock trade policies were held from January 18 to February 10, 1993 in 
Tuguegarao, Cagayan, General Santos City, and Cagayan de Oro City. They were attended by com 
farmers, feed millers, com traders, hogs and chicken producers from Regions 2, 11, 12, 10, and 7. The 
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consultations were held to discuss the mechanisms for minimizing the adjustment costs on the industries 
affected by the proposed import liberalization program. 

The three policy options discussed for coping with the initial adverse consequences of the import 
liberalization program were the fixed, seasonal and variable tariff systems. Based on these consultations, 
the participants chose a fixed tariff system for com and livestock products based on the following 
principles: 

► Equal tariff protection for com and other feed grains; 

► Retention of the common tariff line for wheat; 

► Tariff protection for chicken meat and pork, at rates no less than that for com; 

► A tariff protection on manufacturing grade beef consistent with those for pork and chicken meat and 
reflective of world price differentials between beef, chicken meat, and pork; 

► Equal but gradual phasedown of tariff protection for com, wheat, pork and chicken meat over a 
period no longer than 10 years to tariff rate levels not exceeding twenty percent; and 

► A tariff phasedown period that is linked to a plan of action aimed at overcoming the structural 
bottlenecks of the com and livestock industries. 

Other nontariff options suggested by the participants included: 

► A plan of action covering a period of up to five years aimed at increasing the farm yield of com, 
reducing post harvest losses, increasing com storage capability in the country, improving the 
marketing infrastructure for com, farm inputs, hogs, chicken, and meat products and implementing 
the required public investment which will allow the industries to become internationally competitive; 
and 

► Earmarking of part of the transitory tariff revenues that would be generated to supplement funds for 
agriculture and to develop the com and livestock industries. 


MEMORANDUM ORDER NO. 95 AND EO NO. 61 

One problem which emerged from the consultations concerned the legality of CBC 1356 which was 
perceived as directly inconsistent with the Magna Carta for Small Farmers (R.A. 7607). Section 23 of RA 
7607 stipulated that "importations shall not be allowed on agricultural products that are produced locally in 
sufficient quantity." A Department of Justice (DOJ) opinion released during the last week of February 
1993 stated that this particular provision in the Magna Carta reinforced the QR powers of the government. 

Pursuant to the DOJ opinion, MO 95 and EO 61 were issued by the GOP. Both issuances effectively 
reversed the GOP’s earlier move to liberalize the importation of com and related farm products in to the 
Philippines. 
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These policy developments and turn of events have created the impression that the GOP is reverting to 
an inward-looking trade and development regime for the feed and livestock sector. The DA Secretary has 
nonetheless pointed out in several occasions that the regime of QRs will only last for two years. 

WHY POSTPONE IMPORT LIBERALIZATION 

The case for postponing import liberalization rests on the following arguments: 

■* Low yields, wide price fluctuations, high post-harvest losses, high cost of farm inputs, power 
outages, insufficient port facilities and poor cargo handling services, and the high cost ot money. 
Deferment of import liberalization will allow time to put in place the necessary infrastructure and 
support services; 

m Liberalization implies that adjustment problems in the com sector would render ineffective the 
government’s efforts to accelerate spending in Mindanao; 

■* Import liberalization now will prematurely expose farmers to unfair competition from their foreign 
counterparts whose operations are being subsidized; and 

-« The problem of the com sector is that it suffers from inefficiencies in marketing rather than from a 
fundamental inability of the country to produce com. 

Import liberalization without addressing the marketing disadvantages of what would otherwise be an 
efficient domestic com industry appears to be inferior to one which confronts and solves the marketing 
inefficiency problems. This proposition is akin to the old concept of developing domestic industries through 
learning by doing, except that in this case, the approach is to make the industry more efficient by removing 
the marketing obstructions through public investments. 

WHY PURSUE IMPORT LIBERALIZATION 

There is no question that MO 95 brought back the old policy of maintaining QRs for com. The 
consequences of this decision should by this time be fairly well known. The QR for com induces 
uncertainties in the feed and livestock sector therefore constraining its growth. Under this policy, the 
livestock producers seek permission from the government to import com. The Department of Agriculture 
then decides on whether the country should import com in a given season and on the volume and timing of 
such imports. This application process often triggers a debate between the com users and producers, with 
the latter arguing that there is no need to import com even during the lean months. 

When a decision to import is made (and this has usually been the pattern), experience indicates that the 
decision is often delayed resulting in the arrival of the imported com just as farmers are harvesting their 
com. Thus, imported com arrives at a time when farmers least want them. In the meantime, feedmillers 
and livestock producers are confronted with the seasonal shortage of com and they end up not getting com 
when they need com most. Clearly this state of affairs can be improved so that all subsectors of the com 
and livestock industries are benefitted and their growth sustained. 
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High corn prices is not the only factor constraining the growth of the com and livestock industries. 

More importantly, the uncertainties resulting from this trade policy and the mechanism for implementing the 
QRs, given the political nature of the policy issues concerned contribute immensely to the existing 
inefficiencies and distortions in the com and livestock subsector. 

If the uncertainties are great, then society suffers from the foregone jobs and output which could have 
been generated in the livestock and meat industries had a more stable and reliable policy environment been 
created. This is the reason why the conversion of the com and livestock import QRs into tariff protection 
measures has been viewed by others as a vital policy reform. Under a tariff protection measure, livestock 
producers and feedmillers can buy as much com or its substitutes as they desire at the going world prices of 
com, plus the premium implied by the tariff protection. Assuming of course that the world is a much 
larger supplier of com (which is the case), this policy regime effectively reduces the uncertainty on the part 
of livestock producers about the sufficiency of com supply in the country to support their desired sizes of 
livestock farm operation. 

An immediate challenge confronting the government, therefore, is to make marginal improvements to 
policy by formulating an implementation mechanism for MO 95 which is transparent enough and relatively 
insulated, at least politically. 


TASKS OF THE CONFERENCE 

This Policy Impact Conference should go beyond the rhetoric articulated in the recent com and livestock 
pricing policy debates. The PIC, as envisioned, will solicit ideas from the multisectoral participants for the 
effective implementation of strategies that will contribute to the sustained and broad-based growth of the 
com and livestock industries. 

There are five major constraints that are perceived to be vitally affecting the industries in addition to 
feed unavailability. One serious constraint is the low and unstable growth of the economy. The demand 
for pork, chicken meat and eggs, and beef respond strongly to the available disposable income in the hands 
of every Filipino household in the country. Since 1990, the economy has been in a mild recession. Three 
years have gone and we have yet to see the awaited economic recovery that would trigger the demand for 
meat and livestock products. It is evident that there is a ten-year pattern of boom and bust for our economy 
but it is definitely cause for serious concern when this boom-bust economic cycle occurs at less than ten 
years which has been the case for the 1990s; 

A second constraint faced by the com and livestock industries is the high cost of credit in our country. 
Credit flows slower into the com and livestock industries because the underlying real return of capital in 
these industries is adequate to compete for the available credit in the country. Also, a high interest rate 
increases the storage cost and consequently the prices of com. It also raises the price of meat products and 
prevent farmers from adopting the higher yielding varieties which ultimately make their com more 
competitive. The government is looking into deregulating the financial intermediation sector of the economy 
with the end in view of making the sector more competitive as well as of encouraging the entry of foreign 
financial intermediaries. With foreign savings made available in the domestic economy for investments, the 
credit constraint will be relaxed and credit cost reduced to the benefit of many domestic industries 
including the com and livestock firms; 
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A third constraint is the lack of electricity particularly in Luzon. With regular power interruptions, the 
cost of storing meats rises and the supply of frozen meats is reduced, lowering the demand for livestock 
products on a liveweight basis. Those firms able to invest in electric generators shift this cost to the 
consumers. This then reduces meat consumption due to the increased prices. The government, currently 
has its hands full with overcoming the energy crisis particularly in Luzon, where there is greatest 
concentration of livestock producers and meat producers and processors; 

The high cost of marketing, another serious constraint, is largely due to the fact that com is first 
transported from the farms to the sea ports through largely underdeveloped roads and bridges in the rural 
areas. The rural road system is generally impassable by large trucks and slows down the movement of com 
to the feed mills. 

A final chief constraint is inter-island shipping. The number of inter-island vessels are inadequate for 
the volume of cargoes primarily because of the high cost of financing and high tariffs on vessels. Other 
related problems include the lack of and poor state of the country’s port facilities and port cargo handling 
services. 

I hope this conference arrives at clear-cut, doable proposals, both in the immediate and medium term. 
These are the types of proposals that would steer this very important subsector of the Philippine agriculture 
towards a more dynamic and sustainable growth path. 


CONCLUDING REMARKS 

In closing, I am reminded by the very process that we are all in now, of a policy debate two to three 
hundred years ago in England about their com laws. This is the famous debate that gave us the doctrine of 
comparative advantage which has become central to the trade theories of international economics. 

Finally, I would like to quote Adam Smith in his Wealth of the Nations because it seems to me his 
words tell us what we should do in the next few days — to make the policy environment even better than 
what it is now even as we show our understanding of the existing policies and why they still exist: 

“ With all its imperfections, however, we may perhaps say of it what was said of the laws of Solon, 
that, though not the best in itself, it is the best which the interests, prejudices, and temper of the 
times would admit of. It may perhaps in due time prepare the way for a better. ” 
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PUBLIC MEETING KEY ADDRESS 56 

by 

Roberto S. Sebastian 
Secretary of Agriculture 


Last week, in Puerto Azul, Cavite, a group of prominent policymakers, local and international policy 
researchers, agribusiness practitioners, and farmer leaders were convened by the Department of 
Agriculture to attend a Policy Impact Conference entitled The Philippine Feed and Livestock Subsector: 
Leading Edge of Rural Development in the Next Decade. During the four day deliberations, in the 
process of forging a consensus on how the corn and livestock subsector of the Philippines can better achieve 
broad based and sustainable growth, the group had to wrestle with the difficulties of reconciling the 
conflicting agenda and concerns of the various groups comprising the com and livestock subsector. There 
were intense discussions on which policy reforms needed to be pursued and how these policy reforms 
could promote domestic efficiency and international competitiveness. A number of times, the discussions 
focused on the fact that as some of the policy reforms were implemented, there would be temporary but 
severe dislocations for some of the affected groups in the subsector, particularly for the com farmers of the 
Philippines. 

During the four day conference, the PIC sufficiently demonstrated to us that the formulation and 
implementation of policy reforms in Philippine agriculture is an extremely difficult process. As we, in the 
Department of Agriculture listened to the deliberations and recommendations of the PIC, and as we listened 
further to the discussions today, it has become more apparent to us that to get acceptance on the reforms 
required to achieve growth in the Philippine feed and livestock subsector, the Department of Agriculture 
must not look at the PIC as the culmination of our policy dialogues on this topic. Rather, the Department 
of Agriculture will have to ensure that this PIC is regarded as a major activity in our continuing 
efforts to provide the forum for policy dialogues, to bring about the policy environment that is most 
conducive to private sector initiatives and broad based growth in the corn and livestock subsector. In 
this regard, I have given instructions to my staff to look into the mechanics of bringing the results of 
this PIC to the appropriate government units and agencies as well as to the affected regions in the 
country. 

Prior to the PIC, the Department of Agriculture launched the Philippine Medium-Term Agricultural 
Development Plan which underscored the importance of the corn and livestock subsector as one of the 
major engines of agricultural growth. The corn and livestock subsector in the Philippines constitutes a large 
and vital part of the economy, comprising a little more than a fifth of gross value-added (GVA) in 
agriculture. The com and livestock industries are also the most dynamic performers of the agricultural 
sector. While real GVA of agriculture grew at only about 3 % during the 1980s, real GVAs in com and 


“ Keynote address delivered by Secretary Sebastian of the Department of Agriculture at the PIC public meeting held 
EDSA Plaza Shangri-La, Manila, May 18, 1993. 
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livestock increased at an average rate of 5%. Dr. John Mellor, world renowned agricultural and 
development economist and the PIC Conference Leader, in his overview paper and opening statement 
stressed that " as the Philippine agricultural sector develops, its overall growth rate will be determined by 
the livestock sector". In addition, the other PIC speakers and participants stressed that since an increasing 
amount of com production is consumed as livestock feed and this is the observed trend both internationally 
and domestically, it follows that a stellar performance in the livestock industry will result in immense gains 
for the com industry of the Philippines. Growth in both the livestock and com industries will therefore 
contribute significantly to the overall growth of the agriculture sector. The PIC has thus served to reinforce 
the Department of Agriculture’s belief in the feed and livestock subsector as one of the primary engines of 
agricultural growth in the Philippines. 

Under our Medium-Term Agricultural Development Plan, the Department of Agriculture will be 
implementing a Livestock Development Program aimed at further boosting the performance of the 
livestock industry which has consistently grown at an average of 5.8 % per annum over the last decade. 

This newly launched Livestock Development Program will work on augmenting the dwindling animal 
population in the country such that by 1998, production would have increased to 10.8 million for hogs; 
more than a hundred million for poultry; 3 million for cattle; 2.5 million for carabaos, and 3.4 million for 
goats and sheep. Attaining the Department’s targets will require three major tasks: the expansion of the 
breeder base, strengthening of production support systems, and development of post-production facilities 
and marketing systems. Nucleus farms will be established in Key Livestock Development Areas (KLDAs) 
to serve as sources of quality stock and demonstration centers. Production support systems will be 
strengthened, principally, by ensuring the availability of steady supply of animal feed. For poultry and 
hogs, this means making sure that sufficient com is available at competitive prices. In developing post- 
production facilities and marketing systems, the Department of Agriculture will encourage private sector 
and farmers’ cooperatives to invest in meat and processing facilities, undertake market-matching activities to 
link producers with buyers and users of meat and dairy products, and review trade and tariff policies to 
make these supportive of livestock and poultry industry initiatives. 

The PIC recommendations emphasized the need for transforming the smallholder livestock sector into a 
vigorous and dynamic industry. For poultry, the PIC focused on enhancing existing contract growing 
schemes. In the case of hogs, while basically endorsing the DA’s move to strengthen private sector and 
farmers’ cooperatives, the PIC stipulated the need to promote the use of local resources in feed 
development and to identify the efficient size that should be used by DA in encouraging smallholder 
livestock production. For beef, the recommendations cited included the expansion of breeding herd, the 
need to focus on small pasture development, and the improvement of animal nutrition for feedlot. In the 
case of dairy, the PIC highlighted the need to promote the development of cooperatives in strategically 
selected areas while encouraging the development of appropriate cross breeds. Several areas that would 
require policy reforms were identified by the PIC: the removal of tariffs on the importation of cattle 
breeders; the review of tariffs on packaging materials, processing and production equipment; the lowering 
of tariffs on selected feed ingredients, the review of budget policies towards livestock research, extension, 
and animal health services; and the review of policies on the accessibility of long term credit. In response 
to these PIC recommendations, I have given the instructions to my staff to carefully evaluate these 
policy and program suggestions and to find the ways by which they can be more fully integrated into 
the livestock development program. 
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Meanwhile, the Department of Agriculture’s ability to promote the vigorous and dynamic growth of the 
livestock industry in the Philippines hinges to a large extent on our ability to ensure the steady and reliable 
supply of animal feed. For poultry and swine which constitute the bulk of the livestock subsector, this 
essentially means that the DA’s principal task would be to ensure that sufficient com is available at 
competitive prices. The Department of Agriculture believes that the key to achieving domestic efficiency 
and consequently, global competitiveness in com lies in the government’s ability to encourage increased 
farm productivity in areas with comparative advantage in com production. It is precisely for this reason 
that the DA will implement beginning this year the Grain Enhancement Production Program (GPEP), 
which aims to achieve increased production of rice and com— the country’s two most important cereals— in 
the best 1.9 million hectares identified as Key Grains Areas (KGAs). 

In implementing GPEP, along with other programs under the Department’s Medium-Term Plan, we are 
adopting the Key Production Area (KPA) approach, an approach where we have identified the best areas 
suited for the increased and cost-efficient production of rice and com, cash and commercial crops, livestock 
and fisheries. In determining a KPA, we took into consideration the area’s comparative advantage with 
respect to soil characteristics, climate, accessibility to markets, and infrastructures, particularly irrigation. 
The identified KPAs all over the country will receive priority in terms of public investment specifically 
infrastructure to fully realize the areas’ inherent comparative advantages. 

For com, we are aiming to develop a total of 700,000 hectares to produce an average of 10 tons per 
hectare per crop year totalling ten n million tons by 1998. We project that this volume would be more than 
enough to meet the demand of the country’s swine and poultry industry by that time. Moreover, we believe 
that once farmers achieve a 10-tonner yield, price would no longer be the issue as farmers would be earning 
at least 75 % more income per hectare than their current income at present yields. Increased incomes, 
however, would be more meaningful if the farmers and fishermen are given a stake in development, 
meaning people empowerment. The Department of Agriculture thus believes that the fruits of greater 
agricultural productivity should be more equitably shared among the rural population. Hence, we aim to 
improve the plight of the small Filipino farmers and fisherfolk, and steer them to the path that would enable 
them to realize their dream for higher incomes and better standards of living. To do this, we have deduced 
that we would need to strengthen farmers’ groups to allow them to become active participants in every 
aspect of development. 

The PIC recommendations for improving com production and technological potentials share the DA’s 
vision for the Filipino com farmers— increased real income through broad participation in the rapid and 
sustained growth in the com/feed and livestock subsector. There were several policy recommendations 
presented today: increased support for com research through augmented public sector investment as well as 
the reorganization of the com/livestock research system in order to increase the capacity for adaptive 
research; policies that lead to stable com prices such as the development and phasing in of farmers’ 
cooperatives in the NFA com marketing operations and the conversion of import quantitative restrictions in 
com to tariff measures; strengthening the Local Government Units to ensure effective extension and strong 
linkages between research and farmers; strengthening of independent farmers’ organizations to foster true 
cooperative development; and the phaseout of specialized/subsidized credit programs as well as all 
remaining duties on fertilizers. Moreover, the following programs were proposed: an applied research 
program for com, a system of monitoring rural infrastructure, pilot programs for mixed farming systems, 
locally-based seed companies’ cooperatives, and the development of pilot post-harvest technology projects 
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for com. The Department of Agriculture will look into all these recommendations and ensure that the 
corn production and technological potentials in the Philippines are realized. 

To achieve the twin goals of global competitiveness and people empowerment, the Department believes 
in the need to provide a policy and market environment that is conducive to private sector initiatives and 
broad-based growth in the com and livestock subsector. Towards this end, we are prepared to push for 
policy reforms that would help direct more public investments and infrastructure to the agricultural sector 
with the objective of supporting the projected increases in farm productivity. Similarly, the Department 
will actively pursue policy reforms that would provide incentives to agricultural enterprises for engaging in 
post-production harvesting, processing, and marketing. A key policy thrust of DA is to promote the 
creation of viable farmers’ organizations and increase their access to credit, marketing, and production 
facilities and resources. 

Recognizing that the overall macropolicy and trade environment critically affect the performance of the 
Philippine feed and livestock subsector, the PIC also deliberated on the policy reforms required to address 
poverty alleviation in the rural population, promote regional dispersal of industries, especially to the rural 
areas, and encourage rapid and sustainable growth of the national income. Towards this end, the PIC has 
recommended the pursuit of policy reforms that would allow the economy to be outward looking and 
internationally competitive. Specific measures such as the depreciation of the exchange rate and the 
removal of foreign trade restrictions were discussed and presented today. The PIC also recommended the 
lowering of interest rates and the increase of credit supply to the rural sector, the implementation of 
measures to reduce the government deficit, and the reorientation of government expenditure to the rural 
areas in addition to the preparation of the small farmers for a more competitive economy. The PIC 
likewise articulated the need to convert the existing quantitative restrictions in com and livestock to their 
equivalent tariffs in 2 years and the gradual phasedown of these tariffs to their final tariff rates as provided 
in the country’s Tariff Code or Executive Order No. 470. This and all the other specific macropolicy 
and trade measures presented today by the PIC will be evaluated further by the DA. We will likewise 
coordinate with the National Economic Development Authority, the Tariff Commission, the 
Department of Finance, the Bureau of Internal Revenue, Central Bank of the Philippines, the 
Department of Public Works and highways, the Department of Transportation and Communication, 
and the Local Government Units in the process of evaluating and implementing these suggested policy 
reforms. As we scan the global environment, the Department of Agriculture recognizes that we need to act 
now or forever lose our chance to surge into the international marketplace for our com and livestock 
products. We need to promote policies that would encourage domestic efficiency and international trade 
and the deadline that we have imposed on ourselves is two years! 

However, our Medium-Term Agricultural Plan indicates that for us to achieve domestic efficiency and 
international competitiveness, we need to pursue massively the provision of the much needed public 
investments in infrastructure to serve not only the com and livestock subsector but the entire agricultural 
sector and other nonagricultural sectors as well. During the four day PIC deliberations, the need to provide 
rural infrastructure became the recurring topic and theme. The PIC recommendations today called for the 
reallocation of public sector investment funds to rural infrastructure that consists of roads, irrigation, 
electrification, and telecommunication. Preliminary PIC estimates suggest that the financing requirement 
for rural infrastructure in the Philippines would total AT LEAST THIRTY BILLION PESOS. We in the 
government need to find the mechanism for getting the funds to finance our rural infrastructure requirement 
as intercountry comparisons show that to compete in the international market, we need to put serious effort 
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in upgrading our infrastructure base. I have therefore instructed my staff to look into the PIC 
recommendations and figures on infrastructure more carefully, to study the schemes by which we can 
recommend to the President the construction and funding of these much needed rural infrastructure. 
To my colleagues in government who are here today, we will need to do this now or face the 
consequence of dealing with more poverty and hopelessness in the years to come. 

I would like to congratulate the PIC organizers and participants for their help in spelling out more 
clearly the policy reforms and specific programs that would enable us to realize our Philippine 2000 vision 
for the majority of the Filipino people-a politically, economically, and socially stable Philippines with 
an empowered citizenry enjoying a better quality of life! 
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